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experience of British investment trust companies in the last decade has illustrated the inconvenient fidelity with which 


sy occasionally repeats itself. The severe depression of the nineties came hard upon the initial emergence of the investment 


ent. The even more serious crisis of 1930-34 has supervened on a similar period of intense and rapid development. 
danger lest the more solid qualities of the movement be overlooked, in time of depression, as tts possible weaknesses were 


at in the ‘“‘ boom”’ days of 1924-29. Investors may presume that the truth lies midway between the extreme view, voiced 
gee spokesmen in happier days, that the ‘“‘ management trust” 


is a perfect instrument for the placing of capital, destined 
to supersede all others, and those counsels of despair, which would deny human discretion any but a minor place in 
of co-operative investment. Current conditions, admittedly, leave no room for the facile assumption that in view of 


i ss of the trusts of the eighteen-eighties in riding out the storms of the ‘nineties, the passage of time will of itself resolve 


@ificulites of the nineteen-thirties. This view tgnores a number of features peculiar to the present depression. It ts 
b that holders of the £300 millions of capital at stake in the movement should have a clear 1dea of the nature of those 
8, and the extent to which their effects are likely to be relieved or aggravated by the structure, policy and general characteristics 
’ itself. The present Supplement is designed as a contribution to the scientific research necessary for such an 

ng. 


E , AND SCOPE OF THE INVESTMENT TRUST MOVEMENT 


With these deductions, the total of ‘‘ Official List ’’ securi- 
ties is £10,530,896,389, plus 43,717,752 shares of no par 


fits with a book 


llised '’ ie a. the last twen my 
ote (39.2 per cent.) of the to 


Ul be seen 
Pportfolios more than a small fracti 


fe 197 investment trust companies in Great Britain, 
cence companies formed to deal in, rather than 


L.'stocks and shares, on the one hand, piers 
or 


holdings are limited to a single 


iof industries, on the other. These investment seen 
ss have a total paid-u 


capital (including long- 
erm debentures) of {295,582,000, and hold in- 
value, according to their 1933 
heets. of £332,253,000. Some 94 companies, which 


me d before the war and have carried on a general 
t trust business ever since, own {180, 
6 0.9 per cent. of the whole), and hold £2 


1075 ,000 of 
,514,000 
$ at book values (62.8 cent. of the whole). 
ning 103 companies, which have been mainly 
te the war aan h 12 are companies of pre-war 
which from a ‘‘ mortgage’’ or 
years), have 
capital and 
000 (37.2 per cent.) 3 the total security holdings. 
that, j important as is the réle of the invest- 

in the British security market, they do not hold 
on of the total 
inin London. According to a calculation made 


the 
quoted in the Official List at December 31, 1933, 
25:954.914. For comparative we sany 


: auspices of the Committee for General 
Ondon ‘Stock Exchange, the par value of 


purposes 
bd funds, etc.”’ ({6,526,137,220), which do 


a sufficiently high yield to bring them 

= rey of the majority of investment trusts, 
Tailways ({1,418,921,305), which were a 

ts m some trusts before the war, but have since 
¥ to disappear from the majority of portfolios. 


value. The trusts, of course, are free to invest in stocks 
in the ‘‘ Supplementary List,’’ or in foreign or other stocks 
which have no London quotation. It is clear, however, 
that while the policy of the movement may be an important 
factor in the security market, its influence is only oue of 
many determining factors in the course of market prices. 

From the outset, Scottish ideas and practice have been 
of great importance in the development of the investment 
trust movement. At the pene time, trust companies with 
registered offices in Scotland number 74 out of a total of 
197, with investments at book values of {128,738,000 out 
of an aggregate of £332,253,000, i.e. 38.7 per cent. of the 
whole. The average ‘‘ Scottish ’’ trust holds investments 
valued at £1,740,000, while the average ‘‘ English ’’ trust 
has a portfolio valued at {1,658,000. 

The investment trust movement first attained its vogue 
in the ‘eighties of last century. Although the oldest of 
present-day investment trust companies was registered as 
far back as 1863, as many as 46 out of 50 companies 
formed before the Baring Crisis of 1890, were established 
between 1879 and 1 ane protracted depression which 
followed the Baring a severe check on the 
growth td te meee - it was only in the decade 
before the outbreak of the chien in 1914 that new 
trust companies began again to be established in a 
ciable numbers. Of the com ig Sateen at tae oottees 
time, 44 date from the between 1891 and 1914. Of 
these, as many as 32 were registered between 1905 and 
e war-time interruption, the third ‘ Terma 
tive ’’ period of the movement coincided with. the phase of 
rising market values between 1924 and 1929. 
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some 103 companies have been established (or have decided ANALYSIS OF Patp-yp t teas ‘ 


to conduct a general investment trust business) since the 

war, of which 82 started in the 1925-29 quinquennium. 
The historical and regional division of investment trust 

capital and assets is shown in the following table : — Short-Term 


SUMMARY OF CAPITAL AND INVESTMENTS 
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; of ; Short- Other Preference} Ordinary | Invest- * Post-War'"’........... 0-3 26-0 = M7 
i Companies} Term Deben- or or ments, —s LL bed 
Deben- : Preferred | Deferred | 1933 Total English Trusts . 0-1 35-3 
tures® | FS | Stocks | Stocks es cy ; 
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id (gooo, | ¢gooo | (000) | (go00) | (coo) —«, Pre-Baring”....... | 9-6 | = 90-1 | Steg 4 
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: « Pre-Baring ” .......-. 38 Nil | 38,999 | 25,523 | 24,034 | 102,178 =. Bers 33-0 
- epee Pre- . m= aie wil aie saeen Post-War” ........... 4°5 36-3 34-0 2 (in 
I aaa 20 Ni . , 4g J Cotttch T, a eo ; 
“ Post-War”... 85 | 180 | 18,690 | 27,283 | 25,516 | 76,480 Total Scettish Trusts . oS | 4 | 3 ye ‘~ ag 
Total English Trusts... _& Z 1 i ose 04,108 400 4 57,048 2 203,515 AN Te meRBenricesicessinis 3-7 34-6 33-2 28-5 » ry 
Scottish Trusts sigt 
' * Pep Tattag © viccisse- 2 2,795 8,747 9,236 8,261 32,471 * Redeemable within twelve years. . 
} “ Post-Baring and Pre- ind 
i ‘ War oo consenoeoces 24 6,006 o_o = — oa poi 
ET nese SS} BASS | ISON | Isis) Tess | “eS to lower interest rates during the next few yeam, iki 7 
| Tail Scatish Truss..." 74 | 10.980 | agors | 7689 | 27.506 | 128758 practically all the English companies’ obligations atelag Mh 
DN sitnticsnin 197 | 10,969 | 102,122 | 98,099 | 84,392 | 332,253 term. 
oe ene poner Both groups have about one-third of their total capitd 
; edeemable within next twelve years. . , 
; in the form of preference or preferred stocks, which nu. 
Expressing each figure as a percentage of the relevant mally carry a higher annual rate of payment than debe. 
total, we have the following results : — tures, and may, for all practical purposes, be regarded x 
i CAPITAL AND INVESTMENT PERCENTAGES non-convertible. The redeemable preference share, for om 
—_—______________ cerns operating under the Companies Acts, was legalisi 
: = 2 . 
. Total Paid-up Capital, 1933 only in 1929, and has no retroactive force. ‘‘ Reduction" 
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Sumber | 7] vie «Can therefore be effected only through liquidation—whid, | 

Com nice! ‘SRO | Other Preference] Ordinary | Invest- as a large-scale expedient, can be ruled out—or by spe 

« : err oO or s . ‘ 

| Deben- | Deb a | preferred| Deferred | “1983 arrangements with preference stockholders, to i 

tures*® Stocks | Stocks recent instances in other fields have suggested, the hie | 

are likely to raise strong and effective objection. | 
English Trusts : . +s 
" Pre-Baring” ........ 19-7 | Nil 38-2 26-0 | 28-5 | 30-7 The English trust companies, as a whole, have a sgi- 
ee) on | saan l ss 8-0 8 ficantly larger proportion of issued capital in the fom d 
* Post-War ”.......00++ 82-3 | 16 | 18-3 8 | #2 | 231 equity stocks than their Scottish counterparts. Broaily 
Total English Trusts...| 62-6 16 | 628 | 61-6 | 67-6 | 61-3 speaking, the English trusts have tended to increase tk 
ee Sa ee ratio of their equity capital to total capital in proportion 
ee. a er i ies i il the recency of their formation. This tendency to “low: 
“ Post-Baring and Pre- v8 ; ‘ aw gearing,’’ however, finds no parallel among the Scottit 
«Pesewarecc | ww | IP | iss | a2] asf | 123 trusts, who, after the Baring Crisis, appear increasng) 
eadatte ———_}____|____|--_-'__-|___ to have relied on the issue of terminable debentures 
al Scottish Trusts...| 37-4 98-4 37-2 38-4 | 32-4 38-7 secure an element of “ elasticity ’” in their capil 1 disp 
TOE scciscetnedons 100 | 100 100 100 | 100 100 tions. Since the war, the terminable debenture has lt 


some of its ularity, but equity stocks, neverthes, 
account for a ee of the total capital of te 
In the table at the head of the next column the analysis Scottish companies established since the war, against ort 
is based on the total capital of the various trust groups. one-third in the case of the English post-war trusts. i 
It will be seen that the pre-Baring English companies ther words, the newest Scottish companies rtd a 
have a larger proportion of their total issued capital in the higher geared ’’ structure than their prototypes 
form of permanent, or semi-permanent, debentures, than the Border. . 
either the post-Baring or post-war English companies, or The importance of the “‘ gearing ” factor will appa 
any of the three Scottish groups. The Scottish trusts, as a the two following sections of this survey, which mesm 
whole, have a larger proportion of debentures than the profit fluctuations, and their effect on dividend 
English trusts, but over one-fifth of their debentures are over the past ten years, and, more , Gut 
relatively short-term obligations, which may be converted the depression from 1931 onwards. 


* Redeemable within twelve years. 
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aa PRE-WAR COMPANY PROFITS IN THE LAST DECADE 

| a cia “THe present survey is concerned mainly with investment PROFITS OF 92 PRE-WAR INVESTMENT egy ‘ 

ie he trust experience during the last decade, which has included, Year Total Profits lw 

ae ole broadly, six years of steadily-rising profits and security etse: oR 

iy Be values between 1924 and 1929, and four years of severer 1924 sovesescnsdebensesessnuessoosvesseert® 6779-0 . I 

om Be depression than the movement has experienced at any time 1926 art 

iE since the ‘nineties. For practically all companies, 1930 was SOOT‘... ccechaiissoeemersaes 8181 g 

eg BE a high-water mark in profits and 1929 in security values. BOING sci dksctsbe  cngeeeelstneteaweanes oe 400 

fat If we may regard the Baring Crisis as somewhat ancient = seseeseeesnssessenenseesessssssseens Mg ie 

Hay history, and group all pre-war trusts together, we find that 1931“ ccnees SRO 

He total income from all sources of 92 companies See eee mnnaee 762-6 og Bt 

. mpanies, regarding 932 66-2 

Conn which we have been able to obtain complete information, VOSS oon... .ccccccccccesccscccceccesscesees 3 aoe 1 
before debenture interest (but after income tax), has The * years "relate to the financial periogs Or 
fluctuated as follows, during each of the last ten years. panies concerned, accounts made up 0 & — 
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1, 1933, and January 31, 1934, being included 
etal for 1933, and so throughout the list. There is 
ps an appreciable overlap, since results for any year 
shown in the table may extend over a period of nearly two 

_ This, however, is of the same duration throughout, 
a 54 of the 92 companies make up their to 
dates between November and March, the overlap is less 
than might be imagined. It will be seen that the total 
of the pre-war investment trusts, whose position in 
1924 could be regarded as well-established, and whose 

‘v had the weight of many years’ experience to guide 
it, rose between 1924 and 1930 by 67.6 per cent. Over the 
next three years, however, profits fell by as much as 34.6 
per cent. from their peak level. The years of most rapidly 
rising earnings were 1928 and 1929, when earnings rose 
(in terms of the 1929 total), by 9 and 8 points, respectively, 

inst an annual average rise over the five years of under 
§ points. In the period of depression, the worst phase 
gecurred in 1932, and by 1933 the movement had shown 
signs of slowing down. Again using 1929 as a basis, the 
index of total profits dropped by ro points in 1931, 15 
points in 1932, and IT points in 1933. 

The experience of the English and Scottish trusts is 
shown separately in the next table: — 


Profits OF PRE-WaR Trusts: ENGLISH AND SCOTTISH 
56 English Trusts 36 Scottish Trusts 


an 
Year Total Profits Same, Total Profits Same, 

(£'000) 1929 = 100 (£'000) 1929 = 100 

1924 ...... 4,230:-0 66 1,806 -2 52 

nses. 4,669-7 73 2,109-3 61 

1926 ...... 5,080-5 80 2,416-6 70 

a §,509-6 86 2,672:-5 77 

1928 ...... 6,032-0 94 2,017-5 87 

EE lec 6,387 -2 100 3,454-9 100 

1930 ...... 6,425-8 101 3,697 -3 107 

1931 ...... 5,810°9 91 3,371-9 98 

TEE “Sc0ece 4,823-0 75 2,849-6 83 

1933 ...... 4,237-9 66 2,390 -3 69 


The Scottish trusts secured the largest rise in earnings 
between 1924 and 1930, the index showing an appreciation 
of 55 points over the period, as compared with 35 points 
in the case of the English trusts. In the subsequent three 
e of depression, the index for the Scottish trusts fell 
ci points, while that for the English trusts fell by 35 


The figures for the years from 1924 to 1930, however, are 
afiected by the tendency among investment trust manage- 
ments not only to form new companies but to increase the 
capital of many old-established trusts in a period of pros- 
penty. The extent to which the latter factor was reflected in 
investment trust earnings may be measured in two ways. In 
the first place, the book value of the securities held by 92 
Mewar trusts rose from {131,214,000 in 1924 to 
{198,376,000 in 1929 and {204,734,000 in 1933. The 1924, 
and @ fortiori the 1929, totals are probably well below, 

the figures for 1933 are certainly well above current 
market values. From an analysis of the figures as 
they stand, it may be pointed out that every {100 of the 
livestments gave a total income (after tax, but inclusive of 
us revenue) of £4 12s. in 1924, £4 IQs. in 1929, 

and {3 4s. gd. in 1933. The figures for the English and 
Scottish trusts respectively are as follows: — 


PRE-WaR Trusts: RETURN ON SECURITY HOLDINGS 








Ragish Trusts Scottish Trusts 
™ —e ieee Income Income | Income 
vane | Since | EEA | hase | Som | Rati 
| mae agi | ez | id 
meso | ane | Sirs | 5 8 3 | Shae | 203 | 28 8 











Nors.—All income figures are shown after tax. 


, Camparing the results for the English and Scottish trusts, 
twould appear that (after making allowance for the short- 
oan and debenture interest charges which are almost 
been incurred by the Scottish trusts, and which have 
before 21° throughout this analysis as expenses deducted 
ascertaining income from all sources) the yields ob- 
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tained by the two groups have moved in closely similar 
fashion, though the ‘‘ English’’ figures are higher 
throughout. 

A second ‘‘ check ’’ on the extent to which fluctuations 
in the earnings of the pre-war investment trusts have been 
affected by increases of capital in the last decade may be ob- 
tained by calculating the amounts and percentages earned 
for equity stocks, after making all necessary deductions for 
expenses, debenture interest and preference dividends. The 
high ‘‘ gearing’’ of investment trust capital tends to 
cause earnings available for equity stocks to increase more 
rapidly than total earnings in periods of expansion and to 
fall off more rapidly in depression. Taking all figures after 
allowance for income tax, the amounts earned for the 
ordinary stocks of all the pre-war investment trusts rose 
from {3,592,400 in 1924 to {5,676,600 in 1929 and 
£5,886,900 in 1930. By 1933 the total had fallen to 
£2,396,500. The results are shown in detail below: — 


PrE-War Trusts: AMOUNTS EARNED FOR ORDINARY STOCKS, 
AFTER INCOME TAX 


56 Pre-War 36 Pre-War 92 Pre-War 
English Trusts Scottish Trusts Trusts 
Year 

Total 1929= 100 Total 1929= 100 Total 1929== 100 

(£7000) (£°000 (£000) 
TEE héccthontens 2,438°3 66 1,154-1 58 3,592-4 63 
SOD nnsbicsheale 3,695-5 100 1,981-1 100 5,676-6 100 
TOTP snicccessacs 3,734-1 101 2,152-8 109 5,886 -9 14 
eae 159-2 85 1,794-6 91 4,953-8 87 
en 2,210-8 60 1,261-0 64 3,471-8 51 
SUE “secdieneiens 590-1 43 806-4 41 2,396-5 42 


The figures show that, although Scottish experience was 
better in 1930 and 1931, the peak revenue and first de- 
pression years, the sharper fall in 1932 brought Scottish 
equity earnings proportionately into line with those of 
the English trusts. There is striking similarity of the rela- 
tive position of each group in 1933, compared with 1929. 

A comparison of earnings each year from all sources with 
those available for ordinary stocks shows the extent to 
which ‘‘ high gearing ’’ of fixed-interest capital tends to 
accentuate fluctuations in equity earnings. Of the total 
capital, in 1933, of the 92 pre-war investment trusts, of 
£176,827,000, debenture stocks (including the terminable 
debentures of the Scottish companies) accounted for 
£76,345,000, preference stocks for £54,319,000, and equity 
stocks for {46,163,000. Thus the amount of fixed-interest 
capital was to that of equity capital in the ratio of 2.8:1. 
For the English trusts the ratio was 2.6:1, and for the Scot- 
tish trusts 3.3:1. The division of actual profits in 1924 and 
every year from 1929 has been as follows: — 

PRE-Wark Trusts: Pre-Eguity PAYMENTS 
56 Pre-War English 
Trusts 


36 Pre-War Scottish 92 Pre-War Trusts 
Trusts 


Year Total Pr ion Total ar T Fogetien 
Earnings of Total Earnings of Total Earnings of Total 
Absorbed by | Earnings | Absorbed by | Earnings | A by | Earnings 
Pre-Equity | ineach | Pre-Equity | ineach | Pre-Equity | in each 
Payments Year Payments Year Pa ts Year 
(£7000 (%) (£'000) (%) (£’000) %) 
1924 ... | 1,791-7 42 652-1 36 2,443-8 40 
1929 2,691 -7 42 1,473°8 30 4,165-5 38 
1930 ... 2,691-7 42 1,544-5 42 4,236-2 42 
1931 ... 2,651-7 46 1,577-3 47 4,229-0 46 
1932 ... 2,612-2 54 1 588-6 56 4,200-8 55 
1933 ... 2,647-8 63 1,583-9 66 4,231-+7 64 





Before depression, the pre-equity charges of the Scot- 
tish trusts were heavier than those of the British trusts, 
especially if due weight is given to short-term debenture ser- 
vice. This feature, with the whole question of capital 
‘* gearing,’’ has an important bearing on the question of 
future recovery prospects of various types of investment 
trust stocks, which is dealt with at length on later pages. 
The effect of conjunction of a highly stable c of pre- 
equity charges and a somewhat widely fluctuating earning 
power is aptly revealed by the figures in the last column 
of the table, which show that whereas the proportion of 
total earnings available for equity stockholders rose, in 
the period of prosperity, from 60 per cent. in 1924 to 62 per 
cent. in 1929, it declined in the period of depression to as 
little as 36 per cent. in 1933. 

The fixity of ‘‘ fixed charges,’’ and the elasticity of the 
earnings available for equity stockholders, is well brought 
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out if total earnings, pre-equity charges and equity re 
out side 


‘are equated respectively to 100 in 1929 and set 


by side. 


Pre-War Trusts : CHANGES IN Eguity Pos!ITION SUMMARISED 
(1929 = 100 throughout) 




















56 Pre-War 36 Pre-War War Trusts 
English Trusts Scottish Trusts siete 
Year : 
Total Pre- | Equity} Total | Pre- | Equity] Total Pre- Equity 
Earn- | Equity} Earn- | Eara- | Equity] Earn- | Earn- | Equity} Earn- 
ings |Charges| ings | ings [Ch ings | ings |Charges} ings 
ee 66 66 66 52 44 538 61 59 63 
BOED 0000 100 100 100 100 100 100 100 100 100 
1930 ...... 101 100 101 107 105 109 103 102 104 
1931 ...0.. 91 i] 85 98 107 91 93 102 87 
ee 75 97 60 83 108 64 78 101 61 
_ _ 66 98 43 69 107 41 67 102 42 


Taking all pre-war trusts together, the index rose, be- 
tween 1924 and 1930, by 42 points for total profits, by 
43 points tor pre-equity fixed charges, and by 41 points 
for equity earnings. When the trend of profits was 
sharply reversed, between 1930 and 1933, the index for 
all profits fell by 36 points, while the index of pre-equity 
charges remained stable at 102 points. The index of earn- 
ings available for equity stockholders, consequently, fell 
by no less than 62 points. 

It would appear that this inherent susceptibility of in- 
vestment trust equity earnings to wide fluctuation was not 
fully appreciated by many stockholders before the depres- 
sion of 1930-33 drove the lesson home. The capital losses 
suffered by investors in the last few years have, therefore, 
been correspondingly severe. The computations of the 
Institute of Actuaries and the Faculty of Actuaries in Scot- 
land disclose that between December, 1928 and 1933, 
representative investment trust debenture stocks showed a 
net appreciation in market value of 26.1 per cent. and pre- 
ference stocks of 16.5 per cent. Interest and dividends, 
with few exceptions, have continued to be paid throughout 
the depression, and these securities have shared in the 
appreciation of gilt-edged stocks during a regime of lower 
interest rates. Representative investment trust equity 
stocks, on the other hand, fell in market value, according to 
the Actuaries’ computations, by 49.4 per cent. between the 
end of 1928 and 1933. The net fall in market values would 
have been considerably greater but for the effect of cheap 
money on market quotations for equity shares as well as for 
fixed-interest securities. The Actuaries’ Index shows that, 
while investment trust ordinary stocks were priced to give 
a dividend yield of 5.07 per cent. at the end of 1920, the 
corresponding dividend yield at the present time is only 
3-68 per cent. If market values had fallen in full propor- 
tion to the decline in earning power, the lot of equity 
stockholders would indeed have been unenviable. 

The following table shows unweighted averages of the 
percentage earnings of all the pre-war investment trusts 
on their equity capital outstanding at the end of each year 
at par: — 


PRE-WaR Trusts : PERCENTAGE EARNINGS FOR ORDINARY STOCKS 
(UNWEIGHTED AVERAGES) 


(Rates before tax in all cases) 


Pre-War Pre-War All Pre-War 

Year English Trusts Scottish Trusts Trusts 
END. wsctwoeasvalh 13-1 17-1 14-7 
BORD «asciceicecese 16-7 20-2 18-1 
ee 15-8 20-8 17-8 
EL nenainbitinie 13-1 18-1 15-1 
DEE tdileastidtees 7-9 12-7 9-7 
BOBS .....00..005 4-4 8-2 5-9 


It is unsafe to draw over-precise conclusions from un- 
weighted average figures. Nevertheless, the table suggests 
that if the effect of declining earnings on market values over 
the last three years had not been cushioned by market 
—— oe ee ie the investment trust movement 
itself, and prices en in proportion to average earn- 
ings, the stockholder who ievested £100 in the ordinary 
stock of every English and Scottish pre-war trust in 1930, 
would have suffered a depreciation of something like 67 per 
cent. in his portfolio three years later. 
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For many years » however, it has been mn 
of the directors of British investment. 3 
to minimise the effects of high “ oe 


servatism in dividend distribution, Wen ey 
rising, large sums are ‘‘ retained in the business"? ; 

of being divided. When profits fall, it is not ens instead 
draw on reserves, but the annual margin b ary to 
and dividends is allowed to contract. Our analysis 
closes the fact that the pre-war trusts paid out 75 * 
of their total equity earnings in dividends (net sheet 
in 1929 and 1930, against 71.5 per cent. in z Pres 
however, the proportion had risen to 96 per cent, RB. 
figures are shown below : — 


Pre-War Trusts: DivipeNnD Distrisution Pouicy 





Year 








On the whole, the Scottish trusts have tended to follow 
a more conservative dividend policy than the English trusts 
The extent to which dividend policy has protected stock- 
holders’ incomes from the more extreme effects of fluctua- 


tion in earning power may be gathered from the next 
table : — 


PrRE-WaR TRUSTS: EARNINGS AND DIVIDENDS SUMMARISED 
(1929 = 100 in each case) 








Pre-War Pre-War All Pre-War 
English Trusts Scottish Trusts Trusts 
Year Earn- Earn- =. 
All ings | Ord. All ings | Ord. | All S| Ont 
Earn- oe Divi- | Earn- i Divi- | Earn- a" Divi- 
ings ‘ ~ dends | ings dends | ings | foe deni 
Ord. Ord. Ord. 
Ee 66 66 63 52 58 56 61 63 | & 
1929 ...... | 100 100 100 100 | 100 | 100 | 100 | 100 | @ 
1930 ...... 101 101 103 107 109 105 103 | 104 a 
1931 ...... 91 85 95 “= “ 8 S a 2 
1932 ...... 75 60 68 
1933 ...... on 43 55 by 41 53 67 a | u5 
. . ti 
The conclusion suggested by the figures is that the "pit 
tection ’’ afforded by conservative profits 8 


only partial, in periods when earnings are subject to wie 
variation. Taking all trusts together, the ‘ factor 
is obviously insufficient, at such times, to offset the effects 
on available earnings of the “‘ gearing ’’ factor. “ 
The extent to which average rates of dividend rose dung 
the years of prosperity and have subsequently fallen ao 
be gathered from the following unweighted averages, 
are shown before tax in all cases: — 


Pre-War Trusts: UNWEIGHTED AVERAGES OF DIvIDENDS 0 
Eguity Stocks 


(Rates per cent. before tax) 


56 Pre-War 36 Pre-War 9% eng 
Year English Trusts Scottish Trusts 10-4 
BREE peceocvoures 9-4 11-9 
14-6 13-8 
ae | ae 14-8 3? 
1931. ..........-. 40‘8 2 9-0 
~~ eae ge 3 75 - 
vs the 
So much for the earnings and dividend recor Sa 
investment trusts which, having the benefit af the Wotl 
to fifty years’ experience before the onset of knowledt 
Economic Crisis, were best provided, by a of fe 
and accumulated financial resources, with the means 


+ 


sisting its worst effects. We may next 
of those companies which , having undertaken 
trust business since the war, had had least OpPO®"” ” 
build up their reserves when the storm broke. 


\ 


TEBSERPREESS ARTE. | seeRREEEEE | |e Bereseee |p 


PR rr 


| 





Bef rPeecadcd Taw t- 


ney 


RBERAeS | = [| eeERT 


g7z 


BES 8S&us levee = | 


~SRESSESE 





December 1, 1934 


THE. ECONOMIST 


[ trust Supplement ] 5 


POST-WAR COMPANY PROFITS AND DIVIDENDS 


the 197 companies with {295,582,000 of paid-up 
al ee preference and ordinary, doing an in- 
yestment trust business in Great Britain, 103, with a total 
capital of {115,507,000 (at the date of the last balance 
sheet) were formed, or first undertook this form of business, 
after the war. The years 1926 to 1929 were the most active 
as regards post-war trust company promotion, as the 
following table suggests : — 

INVESTMENT TRUST FORMATIONS SINCE THE WaR 


(includin companies of earlier registration, which first undertook 
+ nora) investment trust business after the war) 








Post-War English Post-War Scottish 
Trusts Trusts All Post-War Trusts 


oe acineneneves 1,500 1 2,000 3,500 
1924 .reeereeees 8,520 5 10,421 18,941 
PBS ....cccccees 6,030 4 5,623 11,653 
BEB cccoceccocee 8,719 6 7,439 16,158 
GF ceccececceee 7,951 10 9,804 17,755 
GERD iccccrcceee 18,371 7 4,836 7 
1929 .. 12,743 4 3,225 15,968 
1990... .eeeeeeee 1,250 1 500 1,750 
TOPE ccccccesscee r tee ies 1,600 

Total .. 38 115,507 





It will be seen that the average age of the post-war 
trusts, in 1930, on the eve of the most searching crisis in 
the history of the movement since the ‘nineties, was 3.2 
years. Only 16 per cent. of the total post-war companies, 
owning 23.7 per cent. of the total paid-up capital, had 
enjoyed, in 1930, more than five years’ experience, and 
45 per cent., holding 35.5 per cent. of the total capital, had 
had less than three years’ experience. The effects of the 
subsequent depression were inevitably more severe in the 
case of the post-war companies, which had scarcely had 
time to pass from infancy to adolescence, than in that of 
the seasoned pre-war companies. The present survey is 
concerned mainly with the measurement of the impact of 
depression on the post-war companies. The results of the 
prosperous years to 1929 are of limited historical value, but 
may be summarised as follows, in the case of 83 companies 
for which complete data are available: — 


Number of Total Profits (after 
Companies tax and terminable 


Year issuing debenture interest) 

Reports (£’000) 
SEE -colveetonusheurseedapepeens 6 271-4 
Silliiinleasovenshecoennadvannant 18 623-8 
SEM chvcsensochsopasnoupceigiin 26 942-0 
SE EOE: 38 1,435 -2 
ee 57 2,341-8 
SETEE bubacvodenahsnccneniiecsietich 83 3,998-6 


What happened subsequently may be seen from the next 


» in — the number of companies is constant 
ut: — 


PrRoFIts OF Post-War TruUsTS 


Post-War Post-War Scottish 
Trusts ( Trusts (33) (83) 


Year 





In29 SOereeeeees . . * 
a SOP tet eeees 7ae's = . . 
igo 2,410-6 99 » 
og 1,926-0 79 ‘ : 82 
tee eee eenes 1,729-4 71 . , 
A cc a ee 
Pn Profits index for the post-war English trusts fell in 


Period 1930 to 1 ints (against 35 points for 
the pre-war English’ crusts’ Whose tecalts ais given on 
Page'3), while the fall of the index for the post-war 


Scottish trusts was 37 points (against 38 points). The de- 
cline in the total index was 41 points, against 36 points. 
The book value of the securities held by these post-war 
trusts was {100,619,000 in 1929 and {103,578,000 in 1933. 
Thus every {100 of investments held by the post-war trusts 
gave a total income (including miscellaneous revenue and 
after charging terminable debenture interest), of £3 19s. 6d. 
in 1929 and {2 15s. od. in 1933. The figures for the English 
and Scottish trusts, respectively, are as follows: — 


Post-War Trusts: Return on Security Ho.pIncs 





50 Post-War 33 Post-War 83 Post-War 
English Trusts Scottish Trusts Trusts 
Year Securi- | Income Income Securi- | Income I - | Income 
ties at | from fioo ties at | from 100 | ties at] from E100 
Book all Securi Book all all Securi- 
Value | Sources ties “| Value | Sources ties Value | Sources ties 














(£000) | (£°000) 1£ s. d., (£°000) | (£'000) ]£ s. d.| (£°000) | (£000) [£ s. d. 
1929 ...... 58,180 {2,426-6/4 3 lame 1,572-013 14 100,619} 3,998-6/3 19 6 
1938 ...... 60,514 |1,729-4}2 17 3] 43,064 | 1,163-3/2 14 0] 103,578] 2,892-7/2 15 9 








Norgz.—All income figures are shown after tax. 


After deducting expenses, debenture interest and prefer- 
ence dividends (with full allowance for the amounts neces- 
sary to cover the last-named, in cases where dividends were 
not paid), the amounts earned for the ordinary stocks on 
these post-war investment trusts rose from {1,993,400 in 
1929 to {2,197,700 in 1930, but had fallen precipitately in 
1933 to £375,800. Results are shown in detail below: — 


Post-War Trusts : AMOUNTS EARNED FOR ORDINARY STOCKS, 


AFTER Tax 
50 Post-War 33 Post-War 83 Post-War 
English Trusts Scottish Trusts Trusts 
Year <ineicdhieiiet take 
Total 1929= 100 Total 1929100} Total 1929-= 100 

GI ete 1,350-1 100 643-3 100 1,993-4 109 
1930 ........... 1,450-0 107 747-7 116 2,197-7 110 
TE haces cosaees 1,070-0 79 520-4 81 1,590-4 80 
) LP UERAARES: 494-1 37 262-2 41 756°3 38 
1933 ........... 288-3 21 87-5 14 375-8 19 


The fall of 91 points in the index between 1930, the 

year of maximum earnings, and 1933, compares with a 
fall of 62 points in the corresponding index for the pre- 
war trusts. 
. The post-war investment trusts, which were formed in 
many cases under the same auspices as the pre-war com- 
panies, have a similar financial structure. Of the totai 
capital, in 1933, of these 83 post-war trusts, viz. 
£97:795,000, debenture stocks (including the terminable 
debentures of the Scottish and, in a few cases, English com- 
panies), accounted for £34,502,000, preference stocks for 
£33,569,000, and equity stocks for {29,724,000, the amount 
of fixed-interest capital to that of equity capital being in the 
ratio of 2.3:1. For the English trusts the ratio was 
I.9 :1 and for the Scottish trusts 3.2 :1. The division of 
profits in every year since 1930 has been as follows :— 
Post-War Trusts: Pre-Eguity PAYMENTS 









50 Post-War English 
Trusts 


Taking all the post-war trusts together, the proportion of 
total earnings available for equity stockholders was 50 per 
cent. in 1929 and 13 per cent. in 1933. For the pre-war 


trusts the corresponding percentages were 60 per cent. and 
36 per cent. The much smaller proportionate “‘ equity 


margin ’’ of total earnings over expenses and fixed-interest 
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requirements, in the case of the post-war trusts, is a measure 
of their difference in average age, rather than a reflection on 
the quality of their management. The same remark applies 
to the lower apparent ratio of total earnings to book value of 
securities of the post-war trusts, to which reference was 
made above. In ‘‘ normal ”’ times the steady “‘ ploughing 
back ’’ of earnings, year by year, progressively strengthens 
the ‘‘ earnings cover ’’ of a trust company’s fixed-interest 
stocks and augments the “‘ earnings ratio ’’ of its equity 
stock year by year. The strength of investment trusts, like 
that of spintuous liquors, increases normally with their 
average age. 

Setting side by side the total earnings, pre-equity charges 
and equity earnings of the post-war trusts, equated to 100 
in 1929 in every case, we have the following figures : — 

Post-War Trusts: CHANGES IN Eguity PosiTION SUMMARISED 
(1929 = 100 throughout) 




















50 Post-War 33 Post-War Post-War Trust 
English Trusts Scottish Trusts ” - 
Year 
Total | Total Total | Total Total | Total 
Total Pre- | Equity ae Pre- | Equity pee Pre- | Equity 
-arm- | Equity | Earn- | ~ Equity | Earn- ings Equity | Earn- 
ES |Charges| ings Charges} ings Charges} ings 
1929...... | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 
BERD .cctue 116 126 107 lll 107 116 113 117 110 
RE ene 99 126 79 104 119 81 101 122 80 
a 79 134 37 85 115 41 82 125 38 


ROBB cccnt 71 135 21 74 116 14 72 126 19 


During the depression years, between 1930 and 1933, it 
will be seen that, while the index for all profits fell by 41 
points, the index for pre-equity charges rose by 9 points, 
and the index of earnings available for equity stockholders 
fell by as much as QI points. 

It will be observed that, although the ‘‘ capital gearing ”’ 
of the post-war investment trusts follows much the same 
lines as that of the pre-war trusts, the ‘‘ profits gearing ”’ 
has been much more extreme. The reason is, obviously, 
that the post-war trusts have not had as yet any adequate 
opportunity to “‘ fill out ’’ their equity shares by retaining 
large amounts of profits, over a long period of years, 
to form additional working capital, the income on 
which accrues entirely to ordinary shareholders. 
This, like youth itself, is a condition which time 
can be relied on to cure, once profits are on 
the upgrade again, provided that directors resist the 
temptation to distribute earnings up to or near the hilt. The 
process, however, will require an appreciable number of 
years for its working out, and, in the meantime, the position 
both of pre-equity and equity stocks of the trust companies 
formed since the war will differ from that of the companies 
formed before the war in certain important respects, of 
which investors should take due note. The status of the 
debenture and, still more, the preference stocks of the post- 
war trusts cannot be regarded as on a par with that of the 
pre-war trusts, for their ‘‘ earnings cover ’’ is much less 
ample. The equity stocks of the post-war companies, how- 
ever, may be, from the speculative investor’s point of view, 
a more sensitive ‘‘ recovery medium ’’ than those of the pre- 
war trusts. If both are subjected to the same stimulus 
towards higher or lower earnings on their total capital (the 
validity of this assumption will be discussed later), the pro- 
portionate earnings of the post-war trust companies’ 
ordinary stocks will rise or fall much more rapidly than 
those of the pre-war companies. 

The effect of this tendency in years of depression can be 
seen by contrasting the unweighted averages of percentage 
earnings between 1929 and 1933 of the two groups. The 

figures for the pre-war trusts were given on page. 4. The 
cemenee figures for the post-war companies are 
shown :— 


Post-War Trusts : PERCENTAGE EARNINGS FOR ORDINARY Stocks 
(UNWEIGHTED AVERAGES) 
(Rates before tax in all cases) 


50 Post-War 33 Post-War 83 Post-War 
Year English Trusts Scottish Trusts Trusts 
RIE sccccnecas 8-5 9-5 8- 
1930 ........... 8-7 ° 
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While the unweighted average = 
between 1930 and 1933, from 17.8 per cent. to « ¢ 
in the eee trusts, that of the posivs 

ies declin Q.I per cent. to r. | 
PeThe tendency is even more marked as ropards vse 
than earnings. Directors are not only more dispo tobe 
conservative, but also find conservatism a mood tal easier 
when they have a large reservoir from which to draw. Ts 
retain profits equal, say, to 5 per cent. of e's ordinary 
capital requires only a moderate exercise of self-denial when 
total profits are 25 per cent., but it is asking a deal 
more of stockholders cheerfully to acquiesce in cfu 
of a dividend when 5 per cent. has been This 
factor has been strongly at work during the last few 


E 


of declining investment trust earnings. In 1929 pst 


war trusts paid out 72 per cent. of their total equity 
in dividends (net after tax), and in 1930 the proportion was 
70 per cent. By 1933, however, they were paying out 110 
per cent. of their equity earnings. In other words, though 


: 


the total amount received in dividends 


even the reduced payments of the latter year were short- 
earned by g per cent. The corresponding percentages of 
equity earnings paid out by the pre-war trusts in 1929, 1930 
and 1933 were 75, 75 and 96. Detailed figures for the post. 


war trusts are shown below :— 


Post-War Trusts: DivipEND DistTrisutTion Po.icy 





50 Post-War 33 Post-War Post-War 
English Trusts Scottish Trusts Trusts 
Year ot ee 
ol o’ 
Sextet | Tavis. | date | Sas | Set | Soa 
Dividends 4 Dividends | * Di aan 
Year Year 
(£°000) (£7000) 
RD: ccucntcdasd 1,001-2 74 1,425-6 72 
SD ieiiedaade 1,052-9 73 1,536-2 7 
ee  ecceckensant 766- 72 1,131-1 7 
OY elcid 433-6 88 604°1 wo 
BENE ‘enccscoeuue 323-1 12+ 412-7 m 








+ Amount short-earned expressed as percentage of total equity earnings. 


The effect of the conditions which have been described 
in the preceding paragraphs is summed up in the follow- 
ing table, which shows the proportionate movement of total 
earnings, equity earnings and equity dividends, since 1929, 
the figures for that year being represented by 100 in every 
case : — 


Post-War Trusts: EARNINGS AND DivIDENDS SUMMARISED 
(1929 <= 100 in each case) 


eeeeee 


seeeee 





The extent of the fall in average rates of divigent during 
the years of depression may be inferred from the . 
unweighted averages, which are shown before tax 
cases. 

Post-WaR Trusts: UNWEIGHTED AVERAGES OF DivipEnDs 08 
Eguity Stocks 


(Rates per cent. before tax) 


Post-War 
Post-War Post-War ae 

Year English Trusts Scottish Trusts 6-2 
1929 ........00. 6-3 6-1 6-4 
1930 ...eeeeee 6-4 6-3 41 
1931 ....000.-+- 4-6 4°8 2:3 
1GBZ n.socooeass 2-4 2-2 1-5 
1933... 1-7 1-2 
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ie In all probability they will show similar recupera- 
e wers, if aa when more favourable conditions oo 
The present survey, however, clearly demonstrates, so far, 
that in periods of declining profits the balance of advan- 
tage from an yo hen ve undoubtedly lies on 
ide of the older trusts. , in respect, is a power- 
the at bilising influence. So far, however, the napieytina 
heen restricted to an analysis of fluctuations in earnings and 
dividends, and the extent to which these have been influ- 
enced by differences of capital structure. This influence 
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applies only to profits after have been earned. In order 
adequately to understand the lessons suggested by the ex- 
perience of the last ten years, it is n to examine 
some of the factors which have contributed to fluctuations 
in earning power itself. The next sections of our analysis, 
accordingly, will deal with the distribution of investment 
trust assets, as between different countries, different in- 
dustries, and different classes of securities, and the extent to 
which this distribution has contributed to fluctuations in 
earnings described in preceding paragraphs. 





GEOGRAPHICAL DISTRIBUTION OF INVESTMENTS 


Tue Great Depression of 1930-33, whose effects on invest- 
ment trust company profits have been considered in the 
ing sections of this Supplement, was notoriously un- 
even in its geographical and industrial distribution. 
Broadly speaking, countries whose prosperity was de- 
dent mainly on the production of raw materials and 
tuffs suffered earlier, and suffered more, than those 
with a mainly ‘‘ manufacturing ’’ economy. In the secon- 
dary phase of the depression—when a currency crisis was 
superimposed upon a price crisis—the world-wide adoption 
of new tariffs, prohibitions, quotas, and exchange “‘ con- 
trols ’’ had a peculiarly malign influence on foreign as 
distinct from domestic trade. ‘‘ Recovery ’’ has proceeded 
faster and farther in Great Britain than in most other 
countries. The computations of the League of Nations 
suggest that, in 1933, industrial production was about 
12 per cent. below the 1929 level in this country, while the 
corresponding percentages were about 23 for France and 31 
for Germany. The decline in the United States was as 
much as 36 per cent. During the twelve months to the 
middle of the current calendar year the volume of British 
industrial production, as measured by the Board of Trade 
index for all industries (including mining), has been 6 per 
cent. below the level of the calendar year 1929, but the 
volume of British overseas trade, in the same period, has 
been as much as 18 per cent. below the 1929 level. For 
1933, the League of Nations computes the world’s manufac- 
turing industry at 78 per cent. of the 1929 level, its pro- 
duction of primary products at 91 per cent., and its inter- 
national trade at only 75 per cent. in volume and 35 per 
cent. in value, in terms of 1929. It is clear, therefore, that 
the question of the geographical distribution of investment 
tust assets is of crucial importance both as regards the 
extent of past losses in earnings, and the time-table of 
recovery. 

There are two obstacles to a thoroughgoing inquiry into 
the distribution of trust company investments. In the first 
uace, Many companies disclose no particulars of ‘‘ distribu- 
fion,’’ and the number of those who do becomes much 
smaller if one goes back even a few years. In the second 

» the basis of calculation is not uniform in all cases. 
Some companies base their figures on the market value and 
others on the book value of their securities at a given date. 
Any attempt to reduce the two sets of data to a uniform 

involves dangerous and almost certainly misleading 
‘sumptions. We have considered it advisable, therefore, 
completely to segregate them in the three succeeding 
chapters of this survey. We have endeavoured first to pre- 
sent our readers with a ‘‘distribution’’ picture as complete 
a8 possible for the latest year, 1933, by drawing on the 
ports of all companies which afford the necessary infor- 
mation. Subsequently, we have endeavoured to elicit par- 
of any significant change of trend during recent 

years of depression by comparing the igus for 1929 and 
1933 of a (necessarily) smaller sample of companies whose 
results have been available for both periods. In a very 
small number of cases the original data have been based 
a areet values in one year and book values in another. 
every such instance we have treated 1929 book values as 

t values. This assumption, though arbitrary, is con- 
“tvative, since in practically all cases book values in 1929 
oe Well below market values. The number of companies 
® which this condition applies is, in any case, of minor 
- In the ‘‘ geographical distribution *’ section, 

follows, for example, it is no more than five. 


The following table sets out the geographical distribution 
of the assets of 97 investment trusts in 1933 : — 


GEOGRAPHICAL DISTRIBUTION OF INVESTMENTS 























1933 
(Amounts in {£’000) 

33s | 2 grtl & ge! 2 

svi 3 n 3 & 3 

Z 1D; i > 8 @ > e 

Calewlated at market values : 
Pre-war: English........ 6 | 10,522 | 2,402 | 1,591 | 3,088 | 2,888 897 | 21,388 
is Scottish... ... 7 | 7,771 | 1,943 | 2,244 | 2,121 | 1,283 |1,201 | 16,563 
Post-war: English...... | 12 | 3,573 | 1,186 | 1,713 858 | 1,459 479 | 9,268 
a Scottish...... | 16 | 8,569 | 1,640 | 1,934 | 1,221 | 1,751 | 970 | 16,185 
Total pre-war............. 13 | 18,293 | 4,345 | 3,835 4,171 | 2,098 | 37,961 
Total post-war ........... 28 | 12,142 | 2,826 | 3,647 | 2,179 | 3,210 | 1,449 | 25,453 
Grand total ............... 41 | 30,435 | 7,171 | 7,482 | 7,388 | 7,381 | 3,547 | 63,404 
Calculated on book values 

Pre-war ; English...... 16 | 19,691 | 6,044 | 2,952 | 8,678 | 5,004 | 3,197 | 45,566 
‘ie Scottish ... | 12 | 7,632 | 2,234 | 3,505 | 1,866 | 2,365 | 2,371 | 19,973 
Post-war: English..... | 19 | 7,754 | 3,283 | 2,070 | 2,927] 4,019 | 1,605 | 21.658 
9 Scottish ... 9} 3,724 | 1,113 |1,299 | 1,197 | 1,204 419 | 8,956 
Total pre-war ........... 28 | 27,323 | 8,278 | 6,457 | 10,544 | 7,369 | 5,568 | 65,539 
Total post-war... ...... | 28 |11,478 | 4,396 | 3,369 | 4,124 | 5,223 | 2,024 | 30,614 
Grand total .............. 56 | 38,801 | 12,674 | 9,826 | 14,668 | 12,592 | 7,592 | 96,153 


The 97 companies whose results are shown above com- 
prise about half the total number of trust companies in 
operation, and hold approximately 53 per cent. of the move- 
ment’s total investments.* The ‘total ’’ figures are, 
naturally, more representative of the movement as a whole 
than those of separate groups. Broadly, however, the 
sample appears sufficiently large to give a fairly reliable 
picture of the world distribution of investment trust 
resources. 

Our next table shows the distribution figures for (a) pre- 
war, (b) post-war and (c) all trusts, on a percentage 

is: — 
GEOGRAPHICAL DISTRIBUTION 
1933 














(Percentages) 
z)#8 18) < . 
38 ‘a % 5 
2~} 5D & =) & 
Calculated at market values: 
Total pre-war...........+. 13 | 48-2) 11-5 | 10-1 
Total post-war ........... 28 47-7 11-1 | 14-3 





Total, pre-war .......... ‘| 28 | 41-7] 12-6] 9-9] 16-1] 11-2] 8-5| 100 
T. sn 37-5 | 14-3] 11-0] 13-5] 17-1] 6-6] 00 





The ‘* market value ’’ figures are obviously the more 
reliable index of current conditions. As will be shown sub- 
sequently, present ‘‘ market value ’’ figures show a con- 
siderable depreciation below book value, which has been by 
no means uniformly distributed between investments in 


* In arriving at this, and subsequent computations of the ap- 
proximate proportion of the total field covered by our sampies, 
we have converted the “market value” portfolio figures to a 
** book value ’’ basis by the application of the ‘‘ depreciation 
percentages *’ for 1933, for pre-war and post-war trusts (14.6 and 
28.2 per cent. respectively) shown in the ‘‘ Cover’’ table on 
Page 16. We have then compared the total ‘‘ portfolio book 

ue '’ for the entire sample with the corresponding total 
(£332,253,000) for 197 investment trusts shown on page 1. 
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different areas, and has been greater, e.g. in the case of 
foreign than of home investments. Taking first, therefore, 
the figures for 41 companies, which are based on ‘‘ market 
values,”’ it will be observed that there is a remarkable uni- 
formity in the distribution of the pre-war and post-war 
portfolios. Broadly, rather less than half (48 per cent.) of 
the total investments are in the United Kingdom. Rather 
more than one-tenth are in other countries within the British 
Empire, and approximately the same proportion in the 
European Continent. The post-war trusts have gone rather 
more to the United States and rather less to Central and 
South America than the pre-war trusts, but neither group 
has gone to Far Eastern countries like Japan and China (in- 
cluded in the “‘ Rest of the World ’’ column in the table) 
for much more than one-twentieth of its total investments. 

The figures calculated on ‘‘ book values ’’ show results 
varying slightly in detail from those based on ‘‘ market 
values,’’ but these are mainly explicable by the “‘ price dis- 
tortion factor,’’ to which reference has already been made, 
and in general the figures confirm the conclusions reached 
in the preceding paragraph. It is improbable, in the con- 
ditions of the last four years, that book values have been 
written down very considerably. 

Much the most important fact revealed by our analysis is 
that over half the total portfolio assets of British invest- 
ment trusts are invested abroad. This ‘‘ geographical 
spreading ’’ of risks may have been calculated in normal 
times to lessen the risk of earnings fluctuations. In the 
peculiar conditions of the present depression, unfortunately, 
it has been a source of embarrassment. Of the ‘‘ overseas ’’ 
holdings, those in the ‘‘ Empire ’’ have presumably given 
most satisfactory results, for the British Dominions and 
Colonies form the most important part of the “‘ sterling 
area,’’ where recovery from depression has so far been most 
speedy and currency restriction, which has limited the 
remittance of interest and dividends, has been least in 
evidence. 

““ Empire ’’ holdings, however (outside the United King- 
dom), represent only about one-fifth of the trust companies’ 
total overseas holdings. At least as large a proportion of 
their total investments, on the average, is held in Europe, 
where exchange ‘‘ controls ’’ and restrictions are numerous, 
or in the United States, where the fall in market values since 
1929 has been severe, or in South America, where default 
has been all but endemic. Argentina, alone among South 
American countries, has maintained the full service of her 
Federal Government bonds, but the Argentine investments 
of most trust companies are less in Federal bonds than in 
those of the provinces and municipalities, or those of indus- 
trial undertakings, especially railways, whose interest and 
dividend payments have, in fact, fallen off very 
considerably. 

In the light of these figures there is a strong presumption 
that the geographical distribution of investment trust assets 
has contributed materially to the downward trend of earn- 
ings during the depression of the last four years. The 
latter’s peculiar incidence, as between Great Britain and 
foreign countries, and between home trade and foreign 
trade, could not, of course, have been foreseen by the most 
prescient investment trust managements. Investors, how- 
ever, may ask how far the managements have been able to 
““ switch ’’ from securities in the more to those in the less 
depressed areas once the characteristic features of the de- 
pression have been clearly established. How do current 
percentage distribution figures compare with those, say, of 
1929? Unfortunately, only about one-third of the com- 
panies whose reports show geographical distribution in 1933 
give similar particulars for 1929. The following table 
summarises the available data :— 


GEOGRAPHICAL DISTRIBUTION 
1929 and 1933 
(Amounts in £’000) 

1929 


1 


929 LA an 
a q 8 | 11,875 622 
Total post-war 12 5,095 2508 ae tn = a4 
Grand total .............. | 20 | 16,970 | 5,130 | 2.986 6,764 | 6,475 2,501 on 
933 


1 


8 | 11,829 | 3,921 | 1,584 
12 | 8:73 | 2640 | 1608 | 2oss | R146 “on 


20 | 17,602 | 6,561 | 3,188 | 647 | Sano 2765 | ae 


The total figures cover approximately 22 per cent. of 
the 1933 holdings of the entire trust movement, and may 
therefore be regarded, within limits, as fai representa- 
tive. The figures in the preceding table may be summarised 
thus, on a percentage basis: — 


GEOGRAPHICAL DISTRIBUTION 
1929 and 1933 
(Percentages) 

1929 


1929 


. 10-6 | 5-1 18-4 
31-3 | 15-4] 10-7] 13-7 


41-5] 12-6] 7-3) 16-5 
1933 


45-4 15-1 
35-6 | 16-3 


41-7 | 15-6 


As regards policy in the matter of “ switching ea ont 
group to another during depression, the dt 
figures are most informative. They su a degree : 
rigidity in geographical distribution which may come M4 
surprise to investors who may have attached aE 
the ability of the companies to trim their sails ot ty” 
vailing wind. The figures ee a certain desire fee 
from devastated areas, like South America ant Beer ie 
more profitable territories like Great Britain 
Empire; but the effect the general distribution 
has been relatively small. 3 aaa . 

If the desire to ‘* switch geographically volte 
the ‘‘ book value ”’ figures, the “‘ market value eat’ 
ages may be regarded as a reflection of its co ee 
the conditions of the last four years. The post “ 
sample appears to include companies whose investi the 
less in the United Kingdom and more in OT that 
average. Subject to this qualification, it would i market 
a larger proportion of investment trust bar oo tha 
values, was in Great Britain and the Em a s 
in 1929, but that this was less a result 0 Bs 
than of fact that the ** foreign Rgieinto"  Bmpite ’ 
more rapidly in value than the ‘‘ home Tome © 
trust securities. : shee 

These conclusions may have a direct bearing on the 
of individual investors in trust company shares : 
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Two Investments suitable 


for the prudent Investor: 





i. 
Investors 
General Fixed 
Trust 


An_ investment in 
24 of the soundest 
and strongest 
companies in British 
industry. 


List of Companies : 


Boots Pure Drug Co., Ltd. 
Burma Corporation, Ltd. 
Burmah Oil Co., Ltd. 

. & P. Coats Ltd. 

urtaulds Ltd. 
Distillers Co., Ltd. 
F. W. Woolworth & Co., Ltd. 
Gas Light & Coke Co. 
Government Gold Mining Areas Ltd. 
Arthur Guinness, Son & Co., Ltd. 
Imperial Chemical Industries Ltd. 
Imperial Continental Gas Association. 
a Tobacco Co., Ltd. 
Lyons & Co., Ltd. 
London Brick Company and Forders Ltd. 
London County Freehold and Leasehold Properties 
Ltd. 

L. M. & S. Railway Co. 
Marks & Spencer Ltd. 
Robinson p Ltd. 
Southern Railway Co. 
Spillers Ltd. 
Springs Mines Ltd. 
Tube Investments Ltd. 

United Dairies Ltd. 


Yield : £4 - 12 - 0 per cent. 


Sere g 12s. Od. is based on actual dividends declared by 
the a named companies in the past financial year. It does not include 
special capital bonuses declared amounting to a further 81 6s. 04. per coat. 
San ten 


2. 
investors 
Gas & Electric 
Trust 


. 


An_ investment in 
14 outstanding 
companies in the 
gas and. electrical 
industries. 


List of Companies : 
Gas Light & Coke Co. 


County of London Electric Supply Co., Ltd. 
Callender’s Cable & Construction Co., Ltd. 
Victoria Falls & Transvaal Power Co. Ltd. 
Electrical Distribution of Yorkshire, Ltd. 
Calcutta Electric Supply Corporation, Ltd. 
Scottish Power Co., Ltd. 

Lancashire Electric Light & Power Co., Ltd. 
British Columbia Power Corporation, Ltd. 
Imperial Continental Gas Association. 

South Metropolitan Gas Co. 


Consolidated Gas, Electric Light & Power Co. 
of Baltimore. 


Midland Counties Electric Supply Co., Ltd. 
Metropolitan Electric Supply Co., Ltd. 


Yield : £4 - 2 - 6 per cent. 


This gross be SaaS ot BAR. DA aeee Ont ee Ste, coment. cap sees 


ight. TI ae pecs 6 ote ee Oeae Seep ees Se average of the 
las an additional annual yield of approximately 








by 
5 4 , 
SEE er a a 


id : 


weer igias Bae 


Telephones: METropolitan 9358 


Sub-units in either of these investments may be 
bought or sold through any Bank or Stockbroker, 
or through 


The Trustees : 
Royal Exchange Assurance 
The Bankers: 


Barclays Bank Limited 


Full particulars of Investors General Fixed Trust 

may be obtained by writing for Booklet 16, and of 

Investors Gas and Electric Trust by writing for 
Booklet 16a to 


The Managers : 


15 Moorgate, London, E.C.2 


investors Specialised Fixed Trusts Ltd. 


Telegrams: Infitrus, Stock, London 
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period of recovery. Other things being equal, it may be 
assumed that these companies must stand or fall by their 
present holdings. If the trusts made few significant changes 
in the distribution of their investments, under the spur of 
the fiercest depression the movement has known for nearly 
forty years, investors may be reluctant to assume the 
probability of dramatic developments of such a character in 
the near future. So far as the relative rate of revival in 
profits is concerned, those companies with more than the 
‘‘ normal ’’ percentage of their investments in Great Britain 
and the Empire have the best prospects of early recovery in 
earnings, in view of the peculiar geographical distribution 
of industrial recovery so far. Other deductions of the same 
nature may be drawn. South America, in due course, may 
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enter the “‘ recovery zone.”’ Trusts with a large us. 
portfolio may, to that extent, be slow to 
with more than the average stake in America 
moraine a higher dollar income this year than he 5 
will have a considerably lower d exchange 
reckon with. F a 

Whatever variants on this theme may be 
individual ingenuity, however, the all-im 
tion is that, as a ‘* recovery yardstick,”’ present 
distribution is much more reliable than past achievement 
under world economic conditions which may not be 
duced for years to come. Accordingly, the analy a 
distribution may be carried a stage further to cover i : 
ment by industries as distinct from geographical area 





INDUSTRIAL DISTRIBUTION OF INVESTMENTS 


In the section which follows we have segregated the in- 
vestments of all trust companies whose reports afford a 
sufficiently detailed basis for analysis under four heads, 
according to the manner of their employment. The four 
categories are: Government and Municipal Activities, Rail- 
ways, Public Utilities, and General Industry. 

For the year 1933 some 72 company reports are capable 
of dissection in this way. Of these, 29 companies base their 
figures on market values to a total of £46,965,000. Some 43 
companies base their figures on book values to a total of 
£70,772,000. The same comprises approximately 39 per 
cent. of the total security holdings of all trust companies. 

The industrial distribution of security holdings in 1933 
is shown below : — 


INDUSTRIAL DISTRIBUTION OF INVESTMENTS 
1933 


(Amounts in {’000) 


























No. of | Govt Public | tial end 

0. . } 

Cos. _ Railways} vsilities | Miscel- | Tot! 

, laneous 

Calculated at market values : 
Pre-war English .............++. 5 2,454 3,666 2,853 18,7562 
Pre-war BE iene eeneneee J 1,331 1,547 1,349 11,589 
Post-war English ............... 14 1,276 1,148 964 9,581 
Post-war Scottish ........... 6 550 487 446 7,048 
SE DURGIEP dccccrevccorertovees “ 3,785 §,213 4,202 $0,341 

SOUR shnakecschiechusd 20 1,826 1,635 1,410 16,624 

I a 29 6,611 6,848 $,612 46,965 








The results, on a percentage basis, may be summarised 
as follows :— 
INDUSTRIAL DISTRIBUTION 
1933 
(Percentages) 





29 
Calculated on book values : 
Total pre-war ........c0..ess000 19 12-5 14-2 8-2 65-1 100 
Total post-war ..........c.000008 24 13-1 10-9 8-0 68-0 100 
Deen O00... csscsesuinneias 43 12-8 12-9 8-1 66-2 100 
ieee aes anttntaniittailiianhaa Ui 


In some cases the heading “‘ railways ’’ includes tram- 
ways, but the amounts involved are of minor importance. 
It will be seen that, in the case of companies whose figures 
are based on book values, approximately two-thirds of the 


total portfolios have been invested in general industrial 
curities. The proportion is a little bakerae the case of the 
post-war than of the pre-war trusts, but the difference is not 
considerable. The ‘‘ Government and ion ” 
column includes about one-eighth of the total, and the 
‘* Railways *’ column about the same proportion, the rela- 
tive stake of the pre-war companies in the latter 1 
somewhat higher than that of the post-war companies. 
about 8 per cent. of the total in both classes is invested 
in public utility securities. 

The smaller sample of companies whose figures are based 
on market values shows much the same general distribu 
tion, but important differences are revealed as regards the 
position of the pre-war and post-war companies. A larger 
proportion of the pre-war companies’ investments, at 
market values, is in railway and public utility stocks anda 
smaller proportion in general industrial securities than in 
the case of the post-war companies. 

The figures, on the whole, are reassuring for investors. 
They suggest, it is true, that trust companies, having few 
Government or Corporation security holdings, have parti- 
cipated only to a minor extent in the all-round rise in gilt- 
edged security values since 1932. On the other hand, 
defaults in interest payments by foreign Governments and 
municipalities cannot have harmed them seriously, for 
their stake in securities of this category, contrary to the 
popular impression, is not of major importance. Investment 
trust directors have also had reason to congratulate them- 
selves on the sale, during and since the war, of numerous 
home and foreign railway stocks whose value has depre- 
ciated heavily of recent years. The proportion of railway 
securities was undoubtedly much larger before the war 
than at present. The war-time repatriation of many 
American railroad securities and the absence of inducement 
to post-war trusts to invest in an industry which was already 
making heavy weather before 1929 have preserved the trust 
companies from considerable losses. This does not app 
however, to a number of somewhat specialised trusts 
have invested fairly heavily, e.g. in Argentine railways. On 
the other hand, the favestenent ¢ trust ee He very 
large stake as yet in public utility industries, like 
electricity, am aeons have made, perhaps, the best show- 
ing of any during the depression. 

Clearly, the larger part of investment trust revenue 
must necessarily vary with the earning Porta of soe 
industry. In due course the revival of industrial any 4 
the last few months will be reflected in ae 
profits. The unequal distribution of increased has 
however, among different countries, to which Na 
already been made, will prevent all trusts yn the 
identically and simultaneously. In the near being 
speediest recovery may be looked for (other yg 
equal) in the earnings of companies which pre 
percentage of their resources invested (a) at : 
(b) in general industrial securities. willing, 

How far have the trust companies been a during 
to ‘‘ switch ”’ from one industrial group to an available, 
the period of depression? Data for 1929 aI© = ae 
under all four industrial categories, for 23 a " 
figures are based on ‘‘ book values,’’ but ~ group, 
companies using ‘ market values.” The former HF 
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the movement, and their results are reasonably repre- 
eave. The ‘‘ market values ’’ sample, however, in- 
‘joded only 7 per cent. of the total, and the figures must 
be interpreted with caution. The results are given: — 


INDUSTRIAL DisTRIBUTION, 1929 anv 1933 
(Amounts in £'000) 








































) 
- 1929 
t 
No, Govt. Rail- Public Industrial 
: cot | Gat | ways | Utilities | and Mis-| Total 
f 
. 
Oar nnn * | 4 | 2,985 | 6295 | 2,651 | 9,787 | 21,582 
Lhe 4 | ‘ar | ‘387 | ‘311 | 1591 | Se06 
Geen total .scosseoess 8 | 3,362 | 6,582 | 2,962 | 11,372 | 24978 
1933 
Sabb a 2,221 | 3,435 | 2,601 | 8,378 | 16,685 
Z Tal POSt-MAE ...nneeceveeene 4 | ‘231 220 | ‘220 | 1555 | 2.998 
: Grand tela .sczccsseeee 8 | 2,452 | 3,655 | 2,827 | 9,933 | 18,861 
” 
e 1929 
r (akalated on book values : 
ae. | 10 | 3,381 | 4,068 964 | 16,807 | 25,290 
; a een-wer ee eams 13 | 3,024 | 2.067 | 1,939 | 12970 | 20,000 
d Geand total ........0-.. 23 | 6405 | 6135 | 2,903 | 29,777 | 45,220 
d 1933 
r (abnlated on book values : 
le Tol pro-war eat | 10 | 3,442 | 3,595 | 1,465 | 16,957 | 94,859 
. Total post-war .....-..-0.---. 13 | 2860 | 1,987 | 1,583 | 13,235 | 19,665 
at Grand total ............ 23 | 6,302 | 5,582 | 3,048 | 29,592 | 44,596 
a 
D The corresponding percentage figures follow : — 


INDUSTRIAL DISTRIBUTION, 1929 aND 1933 




















(Percentages) 
1929 
Indus- 
Govt. : : 
No. of : Public | trial and 
Cos, | and [Railways) Uritities| Miscel- | T@l 
Corp. laneous 
Celeulated at market values 
a 4 13-7 28-7 12-3 45-3 100 
Total post-war.............s.c0.0 4 15-1 14-4 11°5 59-0 100 
ee 8 13-9 27-1 12-2 46-8 100 


Total pre-war Ta. 10 | 13-4 | 16-1 3-8 | 66-7 100 
tal post-war... eseeee 13 15°1 10-3 9-7 64:9 100 





ee 23 14-2 13-6 6-4 65-8 100 


a es 





1933 









Total pre-war ............. 10 | 13-8 | 14-5 
Total post-war... 13 | 145 | 10-1 


ee 23 14-2 12-5 


The “‘ book values '’ percentages for the two years sug- 
gst that there have elias sciijentent ‘* switches ’”’ during 
Tession from one main category to another. On the 
there may have been a slight movement out of rail- 
“ays into public utilities and general industrials, but its 
The" the aggregate are hardly noticeable. 
market value ’’ figures can be supplemented, to a 
show extent, by those of companies whose 1929 reports 
| Industrial’ distribution, but include railways and 
Utilities under a single heading. The list can further 
whieh ned by bringing in the figures of five companies 
and eir results on ‘‘ market values ’’ in 1933 
book values’? in 1929. The same conservative 
may be made as before, i.e. that 1929 ‘‘ book 
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values ’’ were equivalent to ‘‘ market values.’’ These 
additions raise the total number of ‘‘ market value’’ results, 
available for the two years, to 16, representing about I 
per cent. of all trust company holdings. The combined 
figures, in amounts and percentages, are as follows : — 


INDUSTRIAL DistTRIBUTION, 1929 anp 1933 
“‘Market Values” Extended Sample 
































(Amounts in £’000) 
1929 
: Industrial 
Naot | Got ana | atone | Td | a 
Utilities aneous. 

Total prewar ...........00 7 3,456 10,951 14,475 28,882 
Total post-war ...........2.+ 9 2,277 6,627 8,896 
Grand totad ......ceceeeceeee 16 4,448 13,228 20,102 37,778 

1933 
Total pre-war ............0+. 7 2,652 7,554 12,533 22,739 
Total post-war ...........00+ 9 841 1,554 4,763 7,158 

Grand total ........cccecceees 16 3,493 9,108 17,296 
“‘ Market Values” Extended Sample 
(Percentages) 

1929 
Total pre-war ...........00. 7 12-0 37-9 50-1 100 
Total post-war ............00- 9 11-1 25-6 63°3 100 
Grand total ........cccceeeee 16 11-8 35-0 53- 100 

1933 
Total pre-war ...........000 7 11-7 33-2 55-1 100 
Total post-war .........00000- gy 11:7 21:7 66-6 100 
Grand total ........cceeeceee 16 11-7 30-5 57°8 100 








The market value of the securities held by the 16 com- 
panies has fallen, between 1929 and 1933, from {37,778,000 
to £29,897,000, or by 20.8 per cent. On the other hand, 
the ‘‘ book value ’’ of the securities of the 23 companies 
whose results were shown in an earlier table declined, over 
the same period, only from £45,220,000 to £44,524,000, or 
by 1.4 percent. Examination of the same earlier table will 
show, further, that the ‘‘ book value ’’ figures for the 23 
companies as a whole were much the same in 1929 and 
1933, even in individual groups. Under ‘‘ Government and 
Corporation ’’ the respective totals were {6,405,000 and 
£6,302,000. Under ‘‘ Railways and Public Utilities ’’ 
(taken together), they were {9,038,000 and {£8,630,000. 
Under ‘“‘ Industrial and Miscellaneous,’’ they were 
£29,777,000 and {£29,592,000, respectively. 

These facts, placed in juxtaposition, afford a very 
approximate basis for calculating the incidence of market 
depreciation on the three main groups of securities. For 
the purposes of this highly tentative but instructive measure- 
ment, let us assume (a) that the 16 ‘‘ market value ’’ com- 
panies similarly made no change in the general industrial 
distribution of their portfolios between 1929 and 1933; and 
that, therefore, (b) the fall in the 1933 ‘‘ market value ”’ 
total in each group is, roughly, proportionate to the extent 
of market depreciation. The results are given: — 


CHANGES IN MARKET VALUE OF SIXTEEN TRUST PORTFOLIOS 





Change 1933 
Nature of Securities compared 1929 
Per cent. 
Government and corporation.............sesssseeees — 23-2 
Railways and public utilities................+ssesse0« —30-9 
Industrial and miscellaneous ............cs.ssssseee —13-3 
AT RCM sisiscscissecccviccdvesiicacdotnvecwsvvedeses —21-3 


Though the figures must be interpreted with the greatest 
possible caution, they certainly go some way to suggest 
that the trusts have suffered most depreciation, since 1929, 
on their railway holdings, and least depreciation on their 
general industrial holdings. Even after allowance for a 
certain tendency to ‘‘ switch ’”’ from the one group to the 
other, this general conclusion seems largely to hold good. 

A further analysis of ‘‘ distribution ’’ remains to be 
made. This is concerned with the market classification 
of investments, and is discussed in the succeeding section. 
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Trust Supplement _Decan 
FORM OF INVESTMENTS (DEBENTURES, PREFER 
SoME 113 trust companies published figures for 1933 show- be an advantage. This assumption, A. APTLY 
ing the distribution of their investment portfolios as under special conditions. It is true (@) whe wr 
between debenture, preference and ordinary stocks. Of earnings and dividends are rising; 0) wm l ts 
these, some 46 with a total portfolio valued at {63,812,000 quotations, consequently, are rising faster tha 1 debentny iolae st 
based their figures on ‘‘ market values,”’ while 67 with a__—or preference quotations. These conditions, s So 
total portfolio of {114,905,000 based theirs on “ book encountered only ina single phase of the Stock Exc” ‘ia 
values.’ The sample covers rather more than 58 per cent. cycle. At other times the absence of ‘‘ ballast ’* be Grond tele « 
of total investment trust holdings. serious disadvantage. For example, here are a 
The results of our analysis are shown below : — tions in the representative market values of Brits 
securities, between December, 1928, and December ken 
NATURE OF INVESTMENTS according to the Actuaries Index :— ; 1933, Calclated on | 
1933 CHANGES IN MaRKET VaLugs ‘i aie 
Amounts in /'000 A Valne_ und total 
| a Debenture| Preference | Ordinary | Total Group Eos Ea ia — 
Industrial debentures......................... 1th are 
Calculated at market values : = DARAUOROD 00 05-scecsesubeusinalanl . 
wie 1. a | Sie | S373 | ‘oe | Bolees S Geaasyoe jeans +34 Cate on 
Poco Baath www | 35 | O85 | Sos | See | teens If the 67 investment trusts, shown in a preceding tables  ™"" 
Total Pre-9AP eoeec..ecsuesenes 1s | 16422 | wo277 | 11,562 | 38261 holders of ‘‘ book value ’’ securities to a 1933 told jm “= 
Total Post-wa9...-.-.0---c-o-- 31 8,443 7,003 | 10,105 | 25851 = {114,905,000, had invested that amount, at the end of 198, Bi 
eS a ee | 24,865 | 77,280 | 21,667 | 63,812 entirely in home equities, on “ fixed trust” lines, they The fo 
holding would have shown a depreciation of {35 million 4 *5'— 
(30.4 per cent.) by the end of 1933. If the same amount 
Opee ae 19 23,585 10,896 17,337 however, had been divided between domestic debenture, einen 
Pre-war Scottish ........-... 1 5,184 5,139 S117 | 18,440 preference and equity stocks, in the proportions actually 
Post-war English ............ 30 14,552 8,021 15,955 “ 7 . 
Post-war Scottish ............ 7 1,830 1,451 2,838 6,119 outstanding for these companies in 1933 (39.3, 22.2 and J ——— 
Total pre-war ....c.sccsces0+-: 30 23,769 | 16,035 | 25,454 38.5 per cent., respectively), the total 1933 iat Cabwlated at 
Total post-war ..............+ 37 16,382 9,472 18,793 44,647 would have been under £53 millions (4.6 per % os 
Gone totale aseo..coscceee0es | @ | 45,151 | 25,507 | 44,047 | 114,908 much for the claim that exclusive investment in OO cand 
; beneficial under all conditions. 
On a percentage basis, the figures may be summarised as Actually, the average depreciation of investment trust 
follows : — portfolios, in 1933, below book values, was approximately 
me 2 Te A OMe 19} per cent. (see page 16). This relatively unfavourable i Sie! 
PATUNE Oe. LUMENS showing suggests that other factors besides “‘ investment Put-war T 
Iss classification ’’ have had a depressing influence on portiolio Grand tota 
Percentages values. Foreign investments, which are over half the whol, @ ——— 


: ; 
| me | Debenture Preference 





Ordinary | Total 


Calculated at market values: 











Total pre-war ................+. 5 26-9 30-2 100 

Total post-war.............+.0+ 31 33-0 7-4 39- 100 

EE ae 46 27-2 34-0 100 
Calculated on book values : 

Total pre-war ................ 30 41-0 22-8 36-2 100 

Total post-war ............... 37 36-7 21-2 42-1 100 

Geand total..................... 67 39-3 22-2 38-5 100 





Taking the “‘ book value ’’ figures first, it appears that 
both the pre-war and the post-war trusts have slightly more 
than one-fifth of their funds invested in preference stocks 
and shares. There is strong evidence, however, of differ- 
ence of policy as regards debenture stocks (including bonds) 
and ordinary stocks respectively. The older trusts have 
over two-fifths of their investments, at book values, in 
debentures and bonds. They have only a little more than 
one-third invested in ‘‘ equity ’’ stocks. In the case of the 
post-war companies, these proportions are almost exactly 
reversed. Taking both groups of trusts together, there were 
{160 of ‘‘ fixed interest ’’ stocks, in 1933, for every {100 
of ‘‘ variable dividend stocks.’’ The respective ‘‘ fixed ’’ 
holdings of the pre-war and post-war trusts were {177 and 
£138. The newer trust companies, clearly have a larger 
stake in equity stocks than the older companies. 

Our analysis of the portfolios of 46 companies whose 
figures are based on market values shows a broadly similar 
distribution, if allowance be made for the fact that depre- 
ciation in market prices since 1929 has been heavier in 
equities than in fixed-interest securities. 

If all the resources of British trust companies had been 
invested in home industry, this “‘ spread ’’ between the 
three classes of security, and predominance of fixed-interest 
investments, would have tended to mitigate the fall both in 
revenue and capital values during the last four years. Part 
of the case lately urged for the “‘ fixed trust,”’ as distinct 
from the ‘‘ management trust,”’ rests on the contention that 


the former’s concentration on equity stocks must necessarily 


have depreciated more than home investments. Non-indus 
trial holdings, as we showed in the preceding section, have 
shown considerably greater depreciation than industril 
stocks. In short, we may conclude that the distribution of 
investments as between debentures, preference stocks, etc. 
is calculated in itself to make for stability in periods of 
depression. The trusts’ policy of geographical distribution, 
however, has had an opposite effect. The one type o 
‘* spreading ’’ has been a source of strength, and the other 
of weakness. 

Whether, under a regime of recovery, the exact convent 
will apply is a more doubtful question. Foreign holding 
may be a serious drag on earning power and capital values 
if the world’s leading nations maintain a restrictionist alt 
tude towards international trade. Further, ine ed 
debenture stocks may not return to the pre-depression iv! 
Many industrial companies have converted their pio 
charges to lower interest rates in the last two years. é 
tion, by default and otherwise, has been even more = 
in the case of foreign bonds, and an eventual scaling ae 
of interest and principal on many foreign obligations 
inevitable. ; . 

It is unlikely that the trust companies pr be — 
switch over, on a large scale, from a ad 
equities in ot pes ne. sae ots 7 i 
** switching ’’ during the . of 

The table below Saad the figures for 1929 ant be and 
17 available companies on a “ market values 
of 29 companies on a ‘‘ book values ’’ basis:— 

NATURE OF INVESTMENTS 
1929 and 1933 
Amounts in £'000 
1929 


«« Market Values - : . 
No. of | Debentar| Prefers Ordinary | 1 t pre 
Pre-war Trusts 3087 
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1933 
“‘ Market Values ”’ 

















market val 
fmt aeenen -_ anias 9 6,151 27,148 
pestger THUsts ....--.00rr0re- 8 11985 He 
Grand HOHE one ceeeeeeeeeneees i7 8,136 - 
1929 
** Book Values ” 

Giealated on book values ¢ 13 17,747 7,684 11,439 36.870 
Post-war Trusts ......++++009 16 10,321 4,455 8,626 23,402 
Grand total.........s02+sseeees 29 28,068 12,139 20,065 90.272 

1933 
‘‘ Book Values ”’ 









ete 7 12,987 | 937,783 
4,689 9,472 | 29'853 
Grand total...........ses-se+00e 29 12,446 | 22,459 | 60,636 


basis: — 
Percentages 
1929 


| "Scat | debenture | Preference | Ordinary 























Prewar Trusts ............... 9 50-7 25-5 23-8 
Postar Trusts............... 8 42-3 23-6 34-1 
Grand total .. oo... cece eeeeee 17 
1933 
Caeulated at market values : 
Preowar Trusts ............. 9 49°3 28-0 22-7 
Post-war Trusts ............... & 38-3 27-8 33-9 
Grand total...........0.ccccceee 17 47-4 28-0 24-6 
1929 
5g o~ ts book values 
Prewar Trusts ............... 13 48- “8 31-1 
Post-war Trusts .............. 16 44-1 19+1 8 
Grand total..................... 29 46 33-3 
1933 
Calculated on book values 
Prewar Trusts ............... 13 45-1 20-5 34-4 
Post-war Trusts .............. 16 38-0 20-5 41-5 
Grand total... eee 29 42-5 20-5 37-0 





The figures afford prima facie evidence of a movement 
fom bonds and debentures to ordinary stocks (rather more 
marked, possibly, in the post-war than the pre-war com- 
pamies), but the general distribution of assets has been 
modified to a very slight extent. 

It has been found possible to obtain only a very small 
mt interesting sample of companies (all of pre-war forma- 
ton) whose distribution figures go back to 1924. Their 

are given below :— 
NATURE OF INVESTMENTS 
1924, 1929 and 1933 
Amounts in £’000 


| vear | Debeature | Prefereace| Ordinary | Total 


elated ot market values : 
1924 3,882 1,500 1,128 6,510 
(tomer Companies ..........4} 1929 | £977 2,478 2,204 9,659 
1933 | 3,443 2,105 1,759 7,307 
Calculated on book values : 
1924 10,300 056 484 19,840 
8 pre-war Companies ....... «4 | 1929 | 13,323 ese Bar 28,385 
1933 | 12,866 6,234 10,071 29,171 
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Wider spread 
greater safety 


K 


Universal 
fixed trust 


certificates 


offer to Investors the widest spread yet 
obtainable by a single purchase. Sums 
from £20 upwards may be invested and 
are spread over a selected list of nolessthan 


74 first class securities 





including Government Funds, and stocks 
and shares in commercial and industrial 
undertakings with world-wide activities. 


DISTRIBUTION OF THE INVESTMENT 








Government Funds - 5.5% ; Stores & Catering - 8.6% 
Insurance - - - 2.9% | Commodities - - 538 
fron, Coal, Steel - - 98% | Property, Building, etc. 58 
Light, Power, etc.- ~- 10.7% | Newspapers and r 
Transport and Manufacturers - - 3 
Communication 6.7% | Textiles - - - 26 

Oil - - - - 5.8% | Mining & Finance - - 
Tobacco, Breweries, Gold Mines - - 

etc. - - - - 7.6% ‘ Miscellaneous - - 






On the basis of dividends paid for the past year, 
the yield at the current price is approximately 


£4 .17 . O per cent. 


Certificates are issued to Investors by the 
Trustees 


NATIONAL PROVINCIAL BANK LTD. 


who collect all dividends, bonuses, rights, etc., 
and distribute—without charge—dividends half- 
yearly by warrant to Certificate Holders 


Full information can be obtained from any branch 

of the NATIONAL PROVINCIAL BANK, 

any Stockbroker, or ef writing direct for 
Booklet ‘‘ ET ’’ to the 


COMMERCIAL FIXED TRUST LTD. 


125 Pall Mall, London, S.W.1. 
Telephone : Whitehall 4657 Telegrams: Comfix, Piccy, London 
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This sample of companies is minute, and may not neces- 
sarily be representative. So far as it goes, however, it 
suggests that, over the last decade, there has been a per- 
ceptible movement away from debentures and bonds. 
During the ‘‘ prosperity period,’’ however, between 1924 
and 1929, the companies shown in the table tended to 
switch, not primarily (in some cases not at all), into equities, 
but into preference stocks. The term “‘ switch,’’ however, 
is misleading, for the change in percentage distribution arose 
mainly from new additions to total portfolios. These appear 
to have been distributed fairly evenly, in absolute amounts, 
between the three categories of stocks, but to have repre- 
sented varying proportionate additions to each class, in 
view of the pre-existing unequal distribution of resources. 
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On the other hand, the tendency to increase the « —_. 

proportion, between 1929 and 1938, Would eit P 
reflected a conscious desire to ‘‘ switch,” aoe to have 
total available resources showed little or no ® etiod When 
actual change in percentage distribution, The 
slight. The figures, in fact, confirm the impression | 
‘“ rigidity "’ given by earlier figures, based on a lange Pre-war 

to 


number of companies. Our investigation indeed Post-wa 
suggests that ‘‘ management ’’ and “‘ fixity ”’ as 
investment trust practice, are relative terms. The oath 
impression that trust company managers can 

the composition of their portfolios, to secure Sane ' 


against unfavourable contingencies, is certainly | 
firmed by the results of these analyses, — , 


INVESTMENT TRUST CAPITALISATION Pos-wa 


In earlier sections of this Review, frequent reference has 
been made to the effect of investment trust company 
capitalisation on profits and dividends, in prosperity and 
depression. It has been shown that the existence of a large 
corpus of ‘‘ fixed ’’ payments on debenture and preference 
stocks has tended to transmit the entire effects of earnings’ 
fluctuations to equity stockholders, and thus to accentuate 
the element of instability in their position. For example, 
it has been shown that whereas the total earnings of 92 pre- 
war trusts in 1933 were 33 per cent. below the 1929 level, 
the earnings available for ordinary stocks were as much as 
58 per cent. below 1929. In the case of 83 post-war trusts, 
the net decline in total earnings over the same period was 
28 per cent.; the decline in equity earnings was no less 
than 81 per cent. If the period of depression is at or near 
its end, and improving conditions may be looked for over 
the next few years, this question of “‘ leverage ’’ may be 
of major importance to investors who are comparing the 
relative ‘‘ recovery expectations ’’ of various trust com- 
pany junior stocks. Accordingly, in the present chapter 
we propose to examine the capitalisation figures of a large 
sample of companies, embracing, for the latest year (1933), 
some 126 concerns, holding securities to a total book value 
of £208,808,000, i.e. nearly two-thirds of the total holdings 
of all investment trust companies. The companies chosen 
include all those whose ‘‘ distribution ’’ figures have been 
previously analysed in earlier sections, with a few 
additions. 

These companies, in 1933, had short-term debentures 
outstanding (redeemable compulsorily within twelve years) 
to a total of {6,929,000 and long-term debentures outstand- 
ing to a total of £71,539,000. The aggregate amount of 
their preference stocks was {65,403,000, and of their 
ordinary stocks £54,574,000.* Thus, of a total capitalisa- 
tion of {198,445,000 some 3.5 per cent. was represented 
by short-term debenture stocks, 36.0 per cent. by long- 
term debenture stocks, 33.0 per cent. by preference stocks, 
and 27.5 per cent. by ordinary stocks. Fixed-interest 
stocks, in other words, were to ordinary stocks in the ratio 
of 72.5:27.5, or 2.635:1. 

What proportion of the total “‘ fixed-interest ’’ capital is 
convertible to a cheaper basis if general interest rates con- 
tinue low? What are the average rates payable on the 
remainder? The short-term debenture has not found 
favour with English trust companies, but the Scottish com- 
panies have resorted to the short-term debenture more 
widely. Thirty out of fifty companies in our analysis had, 
in 1933, debentures with a compulsory maturity date in 
the next twelve years, the customary periods being two, 
three or five years. These, as they mature, are being 
replaced by issues at lower rates of interest. Short-term 
debentures, however, account for only a minor part of the 
movement's capitalisation. For the whole 126 companies 
in our sample, short-term debentures total only £6,747,000, 
equivalent to only 8.8 per cent. of the total debenture 
stocks outstanding, and only 4.8 per cent. of the total 
“‘ fixed capital ’’ (debenture and preference). For the 


Scottish companies the proportions are about one-fifth and 
rather more than one-tenth respectively. 


ESD 
* Throughout the analysis, the expression “ preference stocks’ 

includes preferred ordinary stocks, and “ ordi ma 

deferred ordinary stocks. . a 


What is the position as regards long-term debentures 
Under this category we include dcbeniaain which " satis 
(a) irredeemable, and (b) redeemable only at the companie 
option before a given date. The great majority of trust 
company debentures are ‘‘ redeemable.’’ Some 102 of ox 
126 companies had long-term debentures ou ing in 
1933, aS many as 97 companies having redeemable 
tures, while only 11 had issued irredeemable debentures, 
(These totals include 6 companies which had both redeem. 
able and irredeemable issues outstanding.) It will be seen 
that the “‘ perpetual ’’ debenture is not a characteristic 
capital medium of the investment trust movement. Th 
post-war trusts have avoided it almost altogether. Out o 
51 such companies in our sample, 50 have no irredeemabk 
debentures whatsoever. Among 51 pre-war ies, 4) 
have redeemable and 10 have irredeemable debenture stods 
outstanding (6 companies having both). As regards this 
aspect of ‘‘ policy,’’ there is little difference in ee 
between the English and the Scottish companies. The fd 
lowing table summarises the position in 1933 :— 















LonG-TERM DEBENTURE Srocks, 1933 






Com- 
No. of : : 
at Long- with Re-| tre. 
Analysed De 


Pre-war Trusts...... 54 51 

Post-war Trusts ... 72 $1 50 
English Trusts...... 76 58 54 
Scottish Trusts 44 43 
Grand total.......... 126 102 97 


The 126 companies have over a third of their total 
capitalisation* in long-term debenture stocks, but neatly 
nine-tenths of the debenture total can be redeemed or oo 
verted to lower interest rates eventually. But how — 
the average period before earliest redemption? - 
this question are not readily accessible in all rs 
unweighted average of 47 English trust companies, a 
ever, gives thirty years as the average period of “ 
redemption. A similar unweighted average for 29 > the 
companies gives 31.1 years. For the 76 —— ’ 
average is just under 30} years. As this sample aha 
least a third of the entire trust company field, it may ober 
ably be concluded that the present level of nee 
ture interest is ‘‘ permanent *’ so far as the present 
tion of investors is concerned. — ? 

How heavy, then, is this quasi-permanent burden 

A group of investment trust conte ' ree 
‘* placed ’’ new 3} per cent. debenture stoc te Oe 
approximately 3} per cent. to a . ; 
The average yield on the mixed bag of 35 industial re 
tures included in the Actuaries’ edna is just pore 
cent. The investment trusts are 
than ‘‘ replacement rates ’’ on ther debenture stocks, #58 


tables on the following page suggest. 
* See page 15, infra. 
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DEBENTURE INTEREST REQUIREMENTS, 1933 
ANNUAL G 


(Gross, before Tax) 


= 





ve (a) Redeemable Long-Term Debenture Stocks 
en Total Required Average 
Nhe Number of for Annual Rate of 
ms Companies Interest Interest 
(¢'000) (%) 
af eee 47 1,778 4-53 
pre-war Tru 
eer Post-war Trusts eeeeee 50 1,165 4°75 
ey Trusts ....--++. 54 1,855 4-55 
. otich Trusts... 43 1,088 4-74 
ter Grand Total ... 97 2,943 4-61 
- (b) Irredeemable Long-Term Debenture Stocks 
Total Required Average 
Number of for Annual Rate of 
Companies Interest Interest 
Tens ieee 
war Trusts .....- . 
nee Trusts ...... 1 30 5-00 
lish Trusts ......... 6 174 4:17 
e Sentish Trusts ...... 5 166 4-62 
nies Grand Total ... 11 340 4-38 
at (c) All Long-Term Debeniure Stocks 
ia Total Required Average 
: Number of for Annual Rate of 
Companies Interest Interest 
ures. (£'000) (%) 
leem- Prewar Trusts ...... 51 2,088 4-50 
‘seen Post-war Trusts ...... 51 1,195 4-76 
Mstic TH roglish Trusts ......... 58 2,029 4-51 
The BH Scottish Trusts ...... 44 1,254 4-72 
to ~-- —— 
nable Grand Total ... 102 3,283 4°59 
S, 4) HE Asmight be expected, the post-war companies are paying 
tocks He on their debenture stocks than the pre-war com- 
$ this Tuies, their average rate being about 4} per cent., against 
- percent. The same phenomenon, curiously enough, is 
e 


iscosed by a geographical analysis, the Scottish companies 
ithe whole having a long-term debenture rate of interest 
mut } of 1 per cent. above the English trusts. The aver- 
t for the whole 102 companies is 4.59 per cent. This rate 
0.60 per cent. above the current yield level of investment 
tt debenture stocks in the market (according to the 
tuaries’ Index). 

The figures offer a partial explanation of the “‘ rigidity ”’ 
portfolio distribution, to which reference has already been 
ude. The trusts cannot replace any part of their existing 
itioios by new purchases of home industrial debentures, 
current market prices, to yield them as much as they are 
jing on their own debentures. 

Approximately one-third of the total 1933 capitalisation 
the companies under examination was in the form of 
uerence stocks. These, having been almost entirely issued 
tore the Companies’ Act of 1929 legalised the redeemable 
‘erence share, were irredeemable, except in liquidation. 
Practically every case dividends are ‘‘ cumulative,’’ our 
uple yielding only one instance of a non-cumulative pre- 
me share. Details of the position in 1933 follow: — 




















PREFERENCE Stocks, 1933 


Total 









Rate 
Preference ual 

Companies Stocks Dividends. Geune 

1000 000 % 
54 oes eo 4°81 
Sit 65 28,573 1,455 5-09 
ed 70 39,877 1,979 4-96 
Raines 49 25,526 1,249 4-89 
Ricksclweis 119 65,403 3,228 4-94 










post-war trusts have issued their preference stocks, 

their debenture stocks, at a higher rate than the pre- 

. The average for all the companies is just under 

cent. The yield on industrial preference stocks at 

amt market prices, according to the Actuaries’ Index, 
er 





ren cent. The trusts, therefore, cannot ‘‘ switch "’ 
home debentures or preference stocks to cover 
Thee ements of their own stocks. 
the total outstanding ordinary stocks are analysed 
table at the head of the following column. 
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Totrat Orpinary Stocks, 1933 
Number of Total Ordinary Stocks 


Companies Outstanding 
Pre-war Trusts _...... 54 , 
Post-war Trusts ...... 72 24,674 
English Trusts ......... 76 38,373 
Scottish Trusts ...... 50 16,201 
Grand total ...... 126 54,574 
We may now summarise the results disclosed in this 


chapter. The following table sets out the total capitalisa- 
tion of the companies, and the proportion of each class of 
capital to the whole: — 
INVESTMENT TRUST CAPITALISATION, 1933 
PERCENTAGE SUMMARY 








Distribution 

No. of 

Com- Conttali 

panics é 

~ — Prefer- lOrdinary| «Au 
1000 % 
Pre-war Trusts...... 54 fase . . 25-2 {So 
Post-war Trusts ... 72 80,126 . . . 30-8 100 
English Trusts...... 76 123,389 31-2 100 
Scottish Trusts .... 50 75,056 21-6 100 
Grand total....... 126 198,445 27-5 100 


The Scottish trust companies, which have nearly one- 
tenth of their issued capital in the form of short- 
term debenture stocks, have little more than a fifth of their 
total capitalisation in equity stocks. The English trusts 
are somewhat ‘‘ lower geared,’’ but even in their case 
ordinary stocks account for less than a third of the total 
capitalisation. The post-war trusts are ‘‘ lower geared,”’ 
on the average, than the pre-war. 

The effect of ‘‘ high gearing ’’ may be gathered from the 
concluding table of this section, which follows : — 

EFrect oF “ GEARING” (1933) 








E 
Total Additional 1% 
required for Earned on 
Number Debenture Percen Total 
of Interest on To Capitalisation 
Companies and Capitalisation®| is equivalent 
Er cL 
arnings on 
Ordinary 
% 
[0 54 3- 
Post-war Trusts............. 72 3- 
srevecpoecsees 76 3- 
Scottish Trusts ............ 50 4: 
Grand total ............... 126 3: 





* Excluding short-term debentures. 

The ‘‘ capitalisation ’’ figures used in this table exclude 
short-term debentures, and thus embrace all the quasi- 
permanent capital obligations of the 126 companies which, 
as we have seen, cannot normally be ‘‘ reduced ’’ for the 
next generation. It will be seen that the movement as a 
whole can meet its fixed obligations so long as its net 
earnings (after expenses) remain somewhat above the 
current yield level of long-term British Government stocks 
(about 3 per cent.), but below the yield level of home 
industrial debentures (3.99 per cent.) and preference shares 
(4.21 per cent.). This is a reassuring conclusion for holders 
of investment trust debenture and preference stocks. 

So long as total earnings are fluctuating, however, the 
position of investment trust ordinary stocks has an element 
of the speculative. Every rise or fall of 1 per cent., in the 
ratio of earnings to total capitalisation (excluding short- 
term debentures), is equivalent on the average to 3} per 
cent. on the ordinary capital. 

There may be ground for the belief that investment trust 

rofits are now at or near their nadir, and that the ‘* time- 
fag ’* between changes in industrial profits and their 
reflection in investment trust reports will henceforth operate 
in their favour. If so, the rate of recovery in equity earn- 
ings and dividends will be considerably pene by high 
ing.’’ Due allowance must be made, however, for 
the facts, previously revealed, (a) that more than half the 
investments of the movement are held abroad, and (6) that 
nearly two-thirds are in fixed-interest securities. 
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MARKET VALUES AND CAPITAL “COVER® 


In one sense the market valuation of an investment 
trust’s portfolio, at any particular moment, is of secondary 
concern. Every company stands or falls by its ability to 
earn profits, and every stockholder values his security 
from the viewpoint of income, with only a passing re- 
ference to the extent to which his capital would be covered 
in an imaginary “‘ break-up.’’ Prudent managers, how- 
ever, constantly endeavour, in normal times, to avoid 
depreciation in their security holdings, and to create a 
substantial ‘‘ inner reserve ’’ by writing down their book 
values below market values. No survey of investment 
trust finance, therefore, would be comprehensive without a 
description of the extent to which recent conditions have 
tended to ‘‘ uncover ’’ investment trust capital. 

It has been shown, first, that the portfolio of the average 
investment trust, in 1933, consisted, as to more than half, 
of ‘‘ foreign ’’ securities, as to about two-thirds of general 
industrial holdings, and to much the same extent of non- 
equity stocks; and, secondly, that the distribution was 
broadly similar both for pre-war and post-war companies. 
How far have these conditions affected the capital posi- 
tion, in view of the very considerable fall in the market 
value of many securities between 1929 and 1933? 

Taking the same sample of 126 companies analysed in 
earlier sections, we find that market values compared as 
follows with book values in 1933:— 


Book AND MARKET VALUES COMPARED 


























1933 
No. of = — 9 — Market | Market Value 
ane value o value Compar. 
Companies} Securities | of Securities | Book Value 
£000 £°000 | % 

Pre-war English ............ 29 84,388 73,794 —12°5 
Pre-war Scottish............ 25 56,011 46,305 —17-°3 
Post-war English .......... 47 | 53,575 | 38,227 —28-9 
Post-war Scottish........... 25 30,929 22,491 —27-3 
Total pre-war...........0.--. 140,399 | 120,099 ~14-6 
Total post-war............... 72 84,504 60,718 —28-2 
IIE cxtbnccenecsenire 126 224,903 —19-6 


180,817 


The pre-war English trusts have an appreciably lower 
“‘ depreciation percentage ’’ than the pre-war Scottish 
trusts. Both have a much lower percentage than the post- 
war companies. The explanation is twofold. First, the 
pre-war companies appear to have purchased their hold- 
ings at a lower average market level than the post-war 
companies, many of whom were formed in the period of 
high values which broke so dramatically in 1929. 
Secondly, the pre-war companies have made good use of 
their opportunities to apply capital and revenue profits, 
Over many years, in writing down the book value of their 
portfolios. They started, as it were, ‘‘ below scratch,”’ 
at the outset of depression. 

_ We have already pointed out (see page 12) that an 
imagi “ fixed trust,’’ established at the end of 1928 
to hold the stocks of the Actuaries’ Index in the propor- 
tions revealed by a large sample of investment trusts in 
1933, would, last year, have suffered depreciation in 
market values of some 4} per cent. The percentages dis- 
closed in the preceding table are much more considerable, 
particularly in the case of the post-war companies. It is 
difficult to dissociate this result from the geographical 
location of a large proportion of trust company invest- 
= ore with its emphasis on foreign rather than domestic 

placing.”’ 

It has not been found possible to go back further than 
1929, in this inquiry, as regards any considerable number 
of post-war trust companies. F igures for 1924, however, 
are available for as many as 48 of the 54 pre-war com- 
panies included in our original sample, and throw an in- 
ae ‘hey oe ae a values over the last 

de. — su » however, to one im t 
qualification. A large proportion of the wg ae 
Companies recorded in their 1929 reports that the 
market value of their securities was hi than the 
book value. In many cases, unf y, the extent 
of this excess was indicated only by general terms, 
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e.g. ‘‘ substantial appreciation’ or * eps, 
excess. . . .’’ In these instances it has been y 
sible even to guess at its amount, and ee Mens POE oe 
a : base our market value on bo ve Deel 
e to or 1924 and 1929, th ‘the tl 
follows, may bs meal a fod ri hick 
of aggregate market values at those dates — 


, While the dat 
































since 1929 has certainly been greater 
suggests : — , 
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Amounts (£'000) 
Number 1929 = 109 
of Cos. 
1924 | 029 1933 w2t | a | og 
Pre-war English.... 26 53,463 | 74,692 ‘ 
Pre-war Scottish ..] 22 | 29,930 | 4si6s9 | S1°see a 44 mt 
Total pre-war ...... 48 83,393 | 123,381 | 128,564 | 67-6 100-0 | 4; 
CALCULATED MARKET VALUES 
Amounts (£000) 1929 = 199 
Number 
of Cos. 
woaee | aoe | 1933 wee | we | ww 
Pre-war English ... | 26 54,305 | 78,171 | 66,280] 69- 
Pre-war Scottish ... | 22 31,674 | 52,682 | 42,311 0.2 oo B 
Total pre-war ...... 48 | 85,979 | 130,853 | 108,600 | 65-7 mete 





* These figures probably understate actual market values, 


Neglecting the factor of “* conservatism ” in 1924 
1929 aggregate valuations, it would appear that both 
values and market values increased pars passw between 
and 1929, but that thereafter, while book values inc 
by a further 4.3 per cent., market values declined by 
percent. It is clear, furthermore, that a wide expans 
investment trust operations occurred between 1924: 
1929, as a result of which something like 30 or 40 pe 
of the ‘‘ older ’’ trusts’ portfolios (at book in 
latter year, consisted of ‘‘ new ’’ securities. The Scstt 
companies, which followed a perceptibly more 
policy than the English in the period of expansion, salle 
—as might be expected—rather more considerably m 
period of depression. Further implications of this differs 
in pre-depression policy will appear in su | 

How far has depression left the issued of the tr 
companies “‘ uncovered ’’ by assets? The mest 
supplies an answer. We have ascertained, for ours 
of 126 companies, (a) the total requirements, ina Dies 
of each of the three classes of issued capital, inclusive 
any premiums payable on the redemption of de 
stocks, and (b) the total available assets in 1933, m™ 
(i) investment portfolios at market value, and (ii) ay 
plus or deficiency in net current assets. § 


| 
| 





“ BrEAK-Up CovER” FOR SENIOR STOCKS 




















1933 t 
Break Total | No.of | Total | Nee 
Number benture| Times | Preference 
oc | Nae |e | da | | 
"000 G 4 
Pre-war English 29 72,994 | 31, 
Prosar Scottish 25 44,424 21,557 15,796 | 
Post- 47 36,029 | 14,796 18,843 
pesos Sake 25 21,438 | 12,130 9,790 
96,830 
Total pre-war ...| 54 | 117,418 | 52,838 
Total post-war ..| 72 | 57.467 | 26,926 28,573 
fil 
Grand total........ 128 | 174,885 | 79,764 | 219 | 65408 


© After allowing, in ach can, for surplus on esr of comet OPP 
it any, on a aod fe 5 
Rie all 

Debenture stocks are still twice covered jaery ? 
average, and preference stocks about one in the cat 
times. The “ cover,”’ however, 1S of the post 
the Scottish than the English, and in that 9 rte T 
companies, as a whole, than of the pre-war Comps” 


aoually small 0 1 














§ Amounts under this heading are 
total “‘ break-up ” asset values. 


























































war English concerns, however, emerge more satis- 

py. from this test than their Scottish count , par- 
| cer ee regards their debenture “* cover.” e prefer- 
He icks of the post-war Scottish companies, alone of any 
ie yghown in the table, are not quite ‘“ covered ’’ by 1933 
ieak-up values. 
These, however, are average results, which mask con- 
able differences among the component items. There 
. in fact, frequent instances of ‘‘ uncovered *’ preference 
ks in 1933. The pre-war trusts have a fairly clean 
ant’, only eight companies out of 54 revealing incomplete 
F cones.” The showing made by the post-war companies, 
ever, is much less satisfactory, for 20 out of 47 English 
‘ 16 out of 25 Scottish concerns had partly ‘‘ uncovered ”’ 
ference stocks last year : — 
““ UNCOVERED” PREFERENCE STOCKS 














Number of ae Total 
Companies) fo 
Number with Preference} Total | Percentage| Capital 
of Cos. | Preference} Capital | Deficiency | Deficiency | of same 












Analysed} Capital of these | in ‘‘Cover”|in “Cover ”| Companies 
not fully | Companies (All “ Un- 
“Covered” covered”) 
REINS ee aT ee 
000 £'000 £000 
29 3 f 850 276 14-9 1,400 
25 5 3,950 987 25-0 1,150 
47 20 9,557 2,510 26-3 6,258 
25 16 6,390 1.765 27-6 4,135 
oyu 54 8 5,800 1,263 | 21-8 2,550 
oy} mH 72 36 15,947 4,275 26-8 10,393 
, a iin ae irae mare ei 
126 44 21,747 5,538 















Approximately one-seventh of the pre-war and no less 
phalf the post-war companies have preference stocks 
hich are incompletely ‘‘ covered,’’ the deficiency being 
ivalent to about one-fourth of the total preference capital 
yed. On the whole it may be regarded as fairly satis- 
tory that, out of the entire sample of 126 companies, with 
total preference capital of {65.4 millions, some 44 com- 
ies have only £5.5 millions of preference capital which is 
“ covered.”” 

What, however, is the position of ordinary stockholders? 
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UNIT ‘D’ 


e Period amounted to £2 17s. 5d. per cent. Sums of approximately £20 London County Freehold & 
. Upwards can be invested. hold Ltd, 
ace Manbré & Garton Ltd. 
ill Trustee for the Certificate Holders Marks & Spencer Ltd. 
OB MIDLAND BANK EXECUTOR AND TRUSTEE CO., LTD. Michael Nairn & Greenwich Ltd. 
go Reckitt & Sons Ltd. 
Te Full information can be obtained from any Branch of the Midland Spillers Lid. 
Bank, any Stockbroker or by writing (direct. for, Booklet “E.T.” to Staveley Coal & Iron Co, Led. 
go] NATIONAL FIXED INVESTMENT TRUST LTD., 125 PALL MALL, Wit, Vue uSe Leh 
Telephone: Whitehall 4884, Telegrama: Nati, Piccy, London, (1919) 
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SECURITY ust or securmes 


OF (CAPITAL 


STABILITY 3 Asccisted Portiand Cement Mamu- 


OF INCOME 


Fixed Trust Certificates 


*preading an investment over twenty-two Industrial and Commercial ment Co. 

Companies of the highest standing. At the current price of sub-units —_Lever Bros. Ltd. 

and on the basis of dividends received during the past twelve London & Thames Haven Oil 
months, the yield is £4 18s. 0d. per cent., with prospects of an additional Wharves Lad. 

yield from the sale of Bonuses and Rights, which in the same See ee 
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In their case the distinction between the pre- and post-war 
companies is of crucial importance :— 
“ CoveR”’ FOR ORDINARY CAPITAL 





The pre-war English trusts emerge with distinction from 
this severe ordeal. Practically all their ordinary capital, on 
the average, is ‘‘ covered ’’ at break-up values, against little 
more than three-fourths in the case of the pre-war Scottish 
trusts. The status of the ordinary stockholder in the post- 
war companies, however, is much less enviable. Deprecia- 
tion in market values has wiped out nearly all the 
““ cover ’’ as regards the English, and more than all as 
regards the Scottish companies. 

These, however, are aggregate figures. There are, of 
course, individual companies in both groups whose ordinary 
stocks still have substantial ‘‘cover.’’ To them the observa- 
tions made in this Survey, which are based on averages and 
aggregates for large numbers of companies, do not neces- 
sarily apply. This caveat should be read passim. 

Taking the figures as a whole, however, the effect of 
capital “* gearing ’’ is again apparent. As we have shown 
in an earlier section (see page 15), the Scottish com- 
panies, both pre- and post-war, have issued a larger pro- 
portion of their total capital in the torm of non-equity stocks 
than the English companies. 

How far were ordinary stocks ‘‘ covered ’’ in 1929, when 
market values were near their peak? The next table (which 
is based on the figures of 106 companies for which data for 

(Continued on page 24) 





FORMING UNIT ‘D’ 
Arthur Guinness Son & Co. Ltd. 


facturers Ltd. 
Burma Corporation Ltd. 
Burmah Oil Co. Ltd. 
Great Western Railway Co. 
Imperial Chemical Industries. 
Imperial Continental Gas Associ- 
ation. 
I ial Tobacco Co. (Gt. Britain 
Ireland) Ltd. 
ee Tea Company’s Stores 
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In the following tables we set out for 197 companies: (a) the 
year of registration ; (b) the book value of investments for 1924 
(where available), 1929 and 1933 ; (c) the total income for every 
available year from 1924 to 1933; (d) the amounts and per- 
centages earned and paid, respectively, for 1924 (where available) 
and 1929-33; and (e) the paid-up capital, debenture, preference 
and ordinary, for 1933. The companies in each of the four main 
groups have been arranged alphabetically. References to footnotes 
will usually be found in front of items to which attention is drawn, 
except in certain cases where considerations of space have neces- 
sitated their being placed below the figures concerned. 

So far as possible, we have endeavoured to arrive at a common 
basis for all the figures shown. This, in some cases, has necessi- 
tated a slight adjustment of the data in the original reports, in 
accordance with certain canons which may be slightly arbitrary 


? 


COMPARAT) 


in certain instances but may, on the whole, be 
and reasonable. , 


described 
Thus, all reports made up to dates 


beleeas faa ordinary 
and 31 are regarded as falling within the preceding Jannay original 
throughout. All other reports are shown under the Calendar 
their accounting dates fall. In a few special a ' 
broken periods have been adjusted to a twelve-months’ be 
simple proportion. The initial results 
broken periods, however, are shown without cee 
Dates of actual apenas are specified, throughont, ; 
appropriate column, but pre-war companies whose a 
action of general investment trust business has boone 
the post-war period have been included in the “ ooh 
The most serious difficulty in securing a common basis ‘ 


ome-tax i 
show all 4 


analysis arises out of lack of uniformity in individual treatment 


PRE-WAR ENGLISH TRUSTS 


Book Value of 
Investments 
(£U00) 


Amount Eamed for Ordinary 
paying Debentens Eon 
Preference Dividends 


(£000) 


Total Income All Sources (before Debenture Interest) 
(£000) 


Alliance Investment 

American Investment and General... 
Anglo-American Debenture............. 
Army and Navy Investment 
Bankers’ Investment Trust 
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tax items. After careful consideration, we have decided 
amounts received in total income, or earned and paid 

ital, after income tax. In cases where revenues 

‘‘ before tax ’’ preys deducted an esti- 

stax charge. The percentages earned an id on ordinary 
however, have been shown throughout “‘ before tax.’’ In 


accounts. Moreover, in arriving at the total interest charge, in 
the case of numerous Scottish trusts, we have found it necessary 
to make as close an apportionment as possible between bank-cum- 
terminable debenture interest and fixed debenture interest. 

It will be found, in short, that, in view of the necessity for 
arriving at a comparable basis for significant results, the figures 
shown do not directly compare, in a number of cases, with the 


pos iat ctm hain 


Haart pe 


. ee iy . tedster hu dno 
~ act Bienen snares + a =a ssinle ri 


instances, our method follows the lines adopted by the great 
“sity of trust companies in computing their published figures. 
ts of total income from all sources have been struck after 
wing all revenue expenses, including bank interest. They 
ot the amounts available to meet fixed obligations. In the 

of the Scottish trusts, however, the total income figures are 
after deduction of terminable debenture interest. i 

rture from general principle has been necessitated by the con- 
cable number of cases in which terminable debenture interest 
other loan charges cannot be segregated in the published 


maar 


sal results as origi published. In every instance, we have made 
what has appeased: after careful consideration, to be the closest 
possible adjustment in the circumstances. We claim no pontifical 
authority, however, and shall welcome the criticisms and sugges- 
tions of investment trust managers and other expert readers. 

We are greatly indebted to many company directors, secretaries 
and members of the Stock Exchange, whose assistance, wa 
of the provision or loan of essential documents, has been invaluable 
in the completion of this Survey. 
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POST-WAR ENGLISH TRUSTS 
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PRE-WAR SCOTTISH TRUSTS 


Book Value of 





Total Income All Sources (before Debenture Interest) 





Investments . 
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Drenhaets THUD ssnciinmincisnet 1911/Sept. 30; 348 743! 757 9-4) 11-0) 12-3) 15-1) 18-1 . ‘ 5-1] 9-7] 42 
Amma TI... cincrisianenvsernentt teeatton 31 32-2) 48-0) 52-9) 56-6) 66-7 : 50-1]| 15-7] 43-7] 44 2. 
British Assets Trust ..............sss0008 1898) Jan. 75-8| 128-0)151-2/212-1/265-6 . 179-2} 42-8)\126-1) 139- 
British Canadian Trust................++ 1910 Aug. 31 718-9) 17-0) 18-1} 19-8) 21-3 . 11-3} 14-4} 16- 17°4 
British Investment Trust............... 1889) Jan. 254-1} 260-2/280-7/309-9)310-7 5 200-4//156-9|200-6| 212-1] 499. 
Caen TR sieninnininennins 1910 Jan. 67-3) 99-11106-G)108-0)109-2 119-2 72-2|| 30-9] 64-1] @g- $7 
Camperdown Trust ............eseeseeees 1913|Nov. 1 28-9) 31-4) 32-4) 35-2) 39-9 59-1 45-8] 19-6] 38-7] gg. 32 
Clydesdale Investment...............++5 1913/Sept 42-0) 47-9) 74-1) 96-8/113-0 115-5 67-4|| 22-2] 65-0] 64- 54. 
Dominion and General Trust .......... 1910/Apr. 30 17-8} 16-6} 20-4) 19-7] 24-0 47-3 35-6)| 10-7| 20-4] 22-21 99. 
East of Scotland Trust ..............s00 1913/Sept. 9-4) 9-6) 11-7) 12-0) 18-3 31-0 25: 4-6) 12-2) 15-7) 4 
Edinburgh and Canadian Investment |1912/Jan. 15 ¢7-6| 6-7) c5-2) d7-6\d10-4 10-3} 6-5) 1- 1-9)| c3-7] 6 6-3} 
Edinburgh and Dundee Investment |1914} June 30 17-9} 35-3) 44-6) 54-9) 73-5 94-5) 99-0) 89-5] 78-5/| 12-7] 49-2) §7. 
Edinburgh Investment Trust ......... 1889) Mar. 80-1] 82-3) 88-4) 90-9) 96-5 116-7/105-2| 79-0} 58-7/| 55-1] 71- 82- 22: 
First Scottish American Trust......... 879\'May 2 38-4) 41-8) 44-7) 46-1] 49-1 60-4) 60-3) 60-3) 47-7|) 30-6] 44-0] 45-1] 44 
General Scottish Trust ...........000e+0s 1914|Apr. 30 2-5} 3-3) 4-5) 3-7) 4-9 5-2) 4-7) 3-7) 3- 0-2) 2- 2. 
Investors’ Mortgage Security ......... 1891 30 125-4} 124-9}136-7)149-0}159-0 184-1/157-2)135-6)118-3)) 73-1)117-4] 124- 9 
Northern American Trust ............. 1896/Nov. 1 112-7} 137-8|165-8/171-3|175-4 182-2}159-7)}135-6}116-1)| 72-7|130-8] 192-7) 113 
Realisation and Debenture Corpn..., |1888)Aug. 31 73-0} 70-0} 83-5} 91-5)106-5 119-5)102-9) 77-3} 62-3)| 60-0} 72-0] 75-8) 56. 
Scottish American Mortgage .......... 1874/May 31 80-6| 87-5] 92-9] 89-1] 93-4 98-6] 81-7| 64-3] 44-6) 46-9] 56-5] 63-8] 49 
Scottish and Canadian General Inv. |1910 Mar. 31 15-3| 16-8) 18-1} 21-0) 21-3 40-8) 40-5) 35-6) 31- 8-2) 17- 20-¢ 19- 
Scottish and Dominions Trust......... 1912!Sept. 15 7-5) 7-7] 8-3) 9-1} 10-9) 21-3) 25-0) 21-6) 15-5) 11- 3-3) 11-2) 13-4) 8-2 
Scottish Investment Trust ............ 1887|Nov. 5 49-6} 64-9) 74-8) 82-5/107-3)154- 1/166-3)143-1/128-3)113-2)| 32-1] 52-9} 59- 0: #) 
Scottish Mortgage and Trust ......... 1909| Mar. 31 33-1] 54-5) 80-8) 98-4)103-6}125-3)164-1/163-7)138-6)119-7|| 26-2) 75-4] 100- 97 M4 
Scottish Northern Investment......... 1908 Feb. 46-9} 51-1] 53-9} 56-6) 63-4) 63-9] 68-5/-64-5) 48-8) 39-2)| 36-8] 45-5] 48-5]  45- 4 
Scottish Western Investment ......... 1907|Jan. 31) 2,430 108-2) 117-0)121-8)122-2)124-8)132-5/137-8)121-8) 95-4] 83-7)|| 66-1] 88-5) 92-9) 79-1 a4 
neanngnneosneenties 26-5) 39-5 *8) 64-7) 97-1)129-7/143-1/137-2|126-6)122-3)| 20-6) 77 88-2) 79- 65 
witinianpeuiwuiane 35-0) 55-3) 68-8) 79-4) 86-0/100-5)126-1/110-3) 98-3} 72-9)| 23-5] 48-2) 63-0) 5 WI 
<a 64-4) 67-1} 74-7) 75-7) 83-7} 88-8} 91-2) 77-1} 59-1) 48-2/| 40-0} 52-8} 53- 32 4s 
Second Investors’ Mortgage Security |1914/Sept. 30} 1,188 48-6) 65-8) 84-4) 92-5/109-0)129-8/133-7/119-6)110-6) 97-1)| 26-3) 74-1) 82-1) 60. %4 
Second Scottish American Trust...... 1879\Mar. 1 56-0) 56-5) 60-5) 62-4) 62-8) 66-3) 76-5] 76-3) 65-8) 55-9)| 45-2) 46-5} 55-7) 56 %4 
Second Scottish Investment Trust... |1889/Oct. 61-4) 71-8] 84-0/103-0)137-8 199-1|184-4)183-6)154-3)) 38-3) 67-5] 78-5} 5 a 
Second Scottish Mortgage and Trust |1912/Sept. 30 11-4) 11-2) 13-4) 13-3) 36-4 §2-9| 52-1) 49-7} 46- 8-5\d19- 19-2} 20- M4 
Second Scottish Northern Investment |1910)Apr. 39-0} 45-7) 48-6) 49-6) 49-6 55-2) 63-3) 45-5) 38-1|| 23-6) 35-9] 36-8} 38. 4 
Third Edinburgh Investment ......... 1911|Nov. 5 38-6, 46-8 48-0) 57-4) 68-8 84-8) 66-2 *8} 39-3)| 22-9) 40-0) 39-4) 21-2 1 
Third Scottish-American Trust ...... ar 52-4) 55-0) 58-3) 60-0) 60-1 64-0) 70-7 +5} 49-4)) 41-5) 43-5) 44- 50- ri 
United States Trust Co. of Scotland eeneniny 31 |; 18-3 24-2) 7a 35-4) 39-4 48-5) 46-3 13-1} 28-2] 28-6 4 
¢ Estimated figure. (2) Including mortgage loans in Canada and/or U.S.A. (6) Debentures and deposits or temporary loans. 







POST-WAR SCOTTISH TRUSTS 












































































































































































| 
Amount Earned for Ordinary after 
Book Value of | ou per 
E Smale | Total Income All Sous Loi Debenture Interest) paying Debenten ba 
% | Finan- (£000) \ (£000) 
Company z Year 
£ Ends 
= 1924 | 1929 1833 vest | 1982 | 188 
: | 
i 
Aberdeen, Ceylon and Eastern ...... soa bio-1] 8-4) 1-7) 1-1 a 
Aberdeen, Edinburgh and London... 493; 511 ° 17-3) 14- 9-2) 7- 15 
Ailsa Investment Trust ...........0000- 670| 822 30-6} 32-9] 28-6| 20- a 
Clyde and Mersey Investment ....... 1, 044-7) 45-8) 13-1} 9°5 2 
Coldstream Investment ...............+ 296; 320) 10-1} 8: 6-8] 5- 
66.) 25-4| 23-7] 19-8] 15-7 ° 
esospeces . 1,342) 1,350 $58-6/148-0)+39-2) 34- 28: 
Great Northern Investment .......... 3,350) 2,709 113-9}107-1} 82-9) 80- 20-1 
Home and Foreign Investment ...... 1,071} 1,349) +37-8|t56- 1|¢41-4/t35-4 8-( 
London Scottish Investment Trust... 609 721) 24-9) 21-8) 17-3) 16- 
eae ie ae +31-8|t37-6|t36-6]t29-1)| " 
Pentland Investment ................-++ ao Ewe aoe -» [017-8 20-6} 17-4) . 21-4 
St. Andrew Trust .......s0scsssssecoseee b12-1\¢29-7|¢39-5|t51-1|t62-8 51-9|¢42-4 2 
laden all 1928! ail 2) | Ll pw. po. |. [680-5]¢30-5 18-6|t18-1 22: 
onsoewnens ; ais 5| ... | 36-4)¢38-7/¢47-0)¢64-3)187-2)t54-5 72-0)164-3 
Scottish Capital Investment ........... 8 81-3/t70- *. 
Scottish Cities Investment ............ . 22-4) 17-2 12°5 
Scottish Consolidated ..........0c000004 46-3) 40°5 13-5 
Scottish Eastern Investment ......... 22-3) 21-5 5: 
Scottish International Trust .......... 12-7} 12-1 
Scottish National Trust ..............-. 89-6| 69-4 > 
/ Scottish United Investors ............ . 79°4) 77: 10° 
4 Second American Trust ..............+. 22-7/t34-1 19° 
} s Caledonian Trust............... 42-9|¢37- 7 
—_— ee 0 =—____ Second Clydesdale Investment ....... 21-9} 22-4 
ft 12° 
7 Second Edinburgh & Dundee Invest. $46-2)t39°1 
i Second Great Northern Investment |1 4-4)c 6- % 
; Second Scottish Eastern Investment 29-4) 28- 25- 
: Second Scottish National Investment 50-2) 43- t 
i Second Scottish United Investors... 40-5} 38- i 
} Second Scottish Western Investment 05-1)\t88-3 * 
/ Second Securities Trust of Scotland 3b. 22° 
Securities Trust of Scotland .......... 52: 3 
South Western Investment Trust ... 8: 12 
Third Caledonian Trust ............... . 37: 5 
aoe 27: 27-3 & 
setae nz: 2 





t Estimated figure. (6) Results for broken period. (c) Six months’ figures. 
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(Continued from page 17) 
1929 are available) contrasts the ‘‘ percentage cover "’ for 
1929 with that for 1933 :— 


* CoveR”’ FOR ORDINARY 
1929 and 1933 


1929 


Issued | “Cover” Per- 
Ord. | for Ord. ‘Ord. 
Capital | Capital | | Capital 


No. of 
Cos. 


F000 | (f 000 F000 
17,777 | 33,760 0 | 18,719 
8,580 | 23,730 | 276-5 | 9,106 


12,481 | 12,305 98- 12,829 
6,205 7,450 . 6,215 


26,357 | 57,490 ; 27,825 
19,755 ° 19,044 


Pre-war Scottish ... 


Post-war English .. 
Post-war Scottish 


Se us 


Ke 


45,043 | 77,245 | 171-6 | 46,869 | 27,851 | 59-4 


Subject to what was said above regarding market values 
before the depression, the ordinary stocks of the pre-war 
English companies were apparently covered nearly twice, 
and those of the pre-war Scottish companies two and three- 
quarter times, in 1929, but the post-war companies had 
little or no margin when depression started. In both 
classes the Scottish companies subsequently exhausted their 
‘“‘cover’’ much more rapidly and completely than the 
English companies. It may be well to reiterate that these 
conclusions refer to the various groups as a whole, and do 
not necessarily apply to individual companies, whose 
results may be well above the average. It may have been 
well, however, for many ordinary stockholders that the 
fall in revenue has not been proportionate to the decline 
in capital values, and that the market has continued to base 
its quotations for investment trust stocks on earnings and 
not on “‘ cover.”’ 

In the case of 45 companies, we have succeeded in 
obtaining figures going back to 1924. All the companies 
are of pre-war formation. The results throw an interest- 
ing light on the extent to which ‘‘ cover’’ tended to 
increase during the period of rising profits and market 
values between 1924 and 1929, and are given at the head of 
the following column. 


THE conclusions suggested by this detailed survey of 
investment trust finance, in prosperity and depression, can 
best be viewed in an historical context. The investment 
trust movement first attained importance between 1879 and 
1890—a period of outstanding activity in British inter- 
national trade and the London capital market, near the 
zenith of the most active phase of railway construction in 
the New World, and shortly before the discovery of the 
Rand gold deposits. The conceptions of co-operative sub- 
scription of non-withdrawable capital, specialised manage- 
ment, and scientific ‘‘ spreading ’’ of investment risks were 
basically and permanently valid. The direction taken by 
investment trust policy, however, created two traditions 
which, though they may have been exalted to the level of 
cardinal principles, were in fact dictated largely by the 
economic environment into which the movement was born. 
The first of these principles was the investment of a 
dominant part of the trusts’ resources outside Great Britain 
—in the New World generally, where the demand for new 
capital was greatest, and the potential return highest. The 
second was the adoption of a capital structure which in- 
volved the placing of a relatively large amount of deben- 
ture and preference capital in front of a relatively small 
equity capital. The trusts, having a large volume of nego- 
tiable instruments to pledge, were readily able to borrow 
by way of debentures, though not at the lowest rates 
reserved for companies with extensive ‘‘ fixed assets,’’ such 
as land, buildings and machinery, which could be charged 
to provide specific security. 
rom the outset, therefore, the trusts were virtually 
compelled to find investments outside the range of low- 
yielding “‘ first line” securities, and to develop a 
specialised technique in the selection of stocks carrying a 
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In prosperity, as in depression, the p 


Scottish com 


‘* COVER *’ FOR 
1924, 1929 and 19; 


1924 18,082 


18,669 
6,178 
7 
8,116 


1929 | 25,117 
1933 | 26,785 


ae 


panies experienced greater. iu 


market values than those of the ish 
Between 1924 and 1929 the “‘ cover percent 


English companies fell slightly 


Scottish companies, on the other hand, she 


in their ‘‘ cover 


from 171.6 to & 
percentage "’ in the same 


201.7 to 272.8. By 1933 the English “* cover ™ 


to 90.7 per cent. and the 


Scottish to 


This phenomenon may be directly 
pursued by the two groups in the 1924-29 period 
sion. It has already been pointed out ( 

that the Scottish trusts increased their total seg 

ings (at book values) more rapidly than the Ea 
panies. Their issued ordinary capital, however, 
by 27 per cent. (from {6,178,000 to {£7,840,00 
that of the English companies increased by 4§ 


(from {11,904,000 to £17,277,000). 


Scottish companies relied on prior stocks (ch 
tures) to finance a larger part of their expansio# 
English trusts, and their capitalisation tended @ 


more highly ‘‘ geared.”’ 


Fa 


-' 
a 


In other 9 


ari 


A subsidiary cause if 


rise and fall of the Scottish companies’ portfo 


may have been the tendency of 
1924 and 1929, to invest in Am 


some compan 


erican securities. ” 


The question of ‘‘ gearing ’’ runs like a thre 
the whole of the present Survey. m 
the past even those most closely connected with the 
ment Trust movement may not have completely 
the far-reaching nature of its implications. i: 


CONCLUSION 


higher risk in return for a more generous incom 
ownership of investment trust stocks simultaneot 

localised within a somewhat narrower or” 
holders than that of many other types of securily 
market on the Stock Exchange was never very 
The new investment trusts, formed after the ¥ 
administered largely under auspices 


older trusts. They inherited these traditions, but Ra 


It would seem 


aq 
ug 


shorter time to put them into practice when the @ 


blizzard of the nineteen-thirties burst in full furys” 
Already the movement may be at or near the be 

of better times. Security posters have t 

ascent from Avernus. The fal 
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